REORGANIZATION PLAN NO. 1 OF 1951 


(Reconstruction Finance Corporation) 








HEARINGS 


COMMITTEE ON EXPENDITURES IN THE 
EXECUTIVE DEPARTMENTS 
HOUSE OF REPRESENTATIVES 


EIGHTY-SECOND CONGRESS 
FIRST SESSION 


ON 


H. Res. 142 


RESOLVED, THAT THE HOUSE OF REPRESENTATIVES 
DOES NOT FAVOR THE REORGANIZATION PLAN 
NUMBERED 1 TRANSMITTED TO THE 
CONGRESS BY THE PRESIDENT 
ON FEBRUARY 19, 1951 


os 
oe 
— 
ony 
N 
a 
= 


MARCH 2 AND 5, 1951 


* 
Printed for the use of the 
Committee on Expenditures in the Executive Departments 


os 


UNITED STATES 
GOVERNMENT PRINTING OFFICH 
WASHINGTON : 1951 








COMMITTEE ON EXPENDITURES IN THE EXECUTIVE DEPARTMENTS 
WILLIAM L. DAWSON, Illinois, Chairman 


CHET HOLIFIELD, California 
HENDERSON LANHAM, Georgia 
PORTER HARDY, JR., Virginia 
FRANK M. KARSTEN, Missouri 

JOHN W. McCORMACK, Massachusetts 
HERBERT C. BONNER, North Carolina 
JOHN A. BLATNIK, Minnesota 
HAROLD D. DONOHUE, Massachusetts 
M. G. BURNSIDE, West Virginia 
RICHARD BOLLING, Missouri 

JOHN F. SHELLEY, California 

W. J. BRYAN DORN, South Carolina 
SIDNEY A. FINE, New York 

WILLIAM C. LANTAFF, Florida 
WALTER S. BARING, Nevada 


CLARE E. HOFFMAN, Michigan 

R. WALTER RIEHLMAN, New York 
CECIL M. HARDEN, Indiana 
GEORGE H. BENDER, Ohio 
CHARLES B. BROWNSON, Indiana 
THOMAS B. CURTIS, Missouri 
WILLIAM E. MILLER, New York 
MARGUERITE STITT CHURCH, Illinois 
GEORGE MEADER, Michigan 
WILLIAM E. McVEY, Illinois 
ALVIN R. BUSH, Pennsylvania 


CHRISTINE RAy DAvis, Chief Clerk 
THOMAS A, KENNEDY, General Counsel 
WILuiAM A, Youne, Staff Director 


II 

















CONTENTS 

Page 

MUG TN ei ik ci ee ee ade 1 
Message from the President of the United States, transmitting Reorganiza- 
tion Plan No. 1 of 1951, prepared in accordance with the Reorganization 

Act of 1949, relative to the Reconstruction Finance Corporation__-_-__- 1 

Reorganisation. Plan No: 1:of 1951..............-.2----.....25.2-2--- 3 

Statement of— 

Cosgriff, Walter, member of the Board, Reconstruction Finance Cor- 

IR SCA hs oh A hae Sn a ls aia mia mo wih ew a 31 
Douglas, Hon. Paul H., United States Senator from the State of 

RON tn ocr as rs A ye as ms aig walsh oh os re pein ae despaies 21 
Gunderson, Harvey, former member of the Board, Reconstruction 

Finance Corporation Sa STE G2 ite ape eae gen fs iieny ee Mist rene ar 41 
Harber, W. Elmer, Chairman, Board of Directors, Reconstruction 
Finance Corporation Pa ei te Gries ib aca cars ds ae I ape eo ths 

Lawton, Frederick J., Director, Bureau of the Budget..-__________- 59, 73 
McCormick, Robert L. L., director of research, Citizens Committee 

for the Hoover Oe ERS VENI gS GOB AOR oat el ENE Ne ee EE 45 


Spence, Hon. Brent, a Representative in Congress from the State of 
Pas a cele ees ore paeutdnddecnacacecdandnecwenccoaks 71 




















ie Raa NR RIN he 


nce RI at 


AN TRT ibe 








REORGANIZATION PLAN NO. 1 OF 1951 





FRIDAY, MARCH 2, 1951 


Hovse or REPRESENTATIVES, 
CoMMITTEE ON EXPENDITURES 
IN THE Executive DEPARTMENTS, 
Washington, D. C. 


The committee met, pursuant to call, in room 1501, New House Office 
Building, Hon. William L. Dawson (chairman) presiding. 

Present: Representatives Dawson (chairman), Holifield, Lanham, 
Hardy, Karsten, McCormack, Bonner, Burnside, Bolling, Lantaff, 
Dorn, Baring, Hoffman, Riehlman, Harden, Brownson, Curtis, Miller, 
Church, Meader, McVey, and Bush. 

Also present: Representative Tom Steed (Oklahoma), Representa- 
tive Reva B. Bosone (Utah) ; Christine Ray Davis, chief clerk, Thomas 
A. Kennedy, general counsel, and Annabell Zue, minority clerk. 

The Chairman. The committee will please come to order. 

We have before us for consideration this morning, House Resolution 
142, and the resolution reads: 

Resolved, That the House of Representatives does not favor the Reorganization 
ee Cr apaaeage 1, transmitted to the Congress by the President on February 
19, 1951. 


(H. Res. 142 is as follows :) 
[H. Res. 142, 82d Cong., 1st sess.] 
RESOLUTION 


Resolved, That the House of Representatives does not favor the Reorganiza- 
tion Plan Numbered 1, transmitted to the Congress by the President on February 
19, 1951. 


The Cuatrman. The message from the President in transmitting 
this plan is as follows: 


T'o the Congress of the United States: 

I transmit herewith Reorganization Plan No. 1 of 1951, prepared in accordance 
with the Reorganization Act of 1949, 

The reorganization plan provides strengthened administration of the Recon- 
struction Finance Corporation by placing in a single Administrator of the Recon- 
struction Finance Corporation the functions of the present Board of Directors, 
except those that are specifically set forth and assigned to a new Loan Policy 
Board and to a board of review. 

The Administrator is thus made the executive head of the Corporation with 
major responsibility and authority over the administration of the Government 
programs carried out by the Corporation. 

At the same time that this plan provides strengthened administration for 
the Corporation, it also provides certain additional safeguards with respect to 
loan policy and to specific loan applications. Under the reorganization plan, 
the Loan Policy Board promulgates. general policies which shall govern the 
granting and denial of applications for financial assistance by the Corporation. 
The reorganization plan likewise includes new provisions for ensuring that all 
loan applications are handled in accordance with established policy. 
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In addition to providing strengthened administration of the Corporation and 
additional safeguards with respect to loan policy and the approval of specific loan 
applications, the reorganization plan provides the basis, by virtue of the composi- 
tion of the Loan Policy Board, for better coordination of the Corporation’s loan 
policies with other policies, programs, and activities of the Government. The 
reorganization plan provides that this Board shall have five members, all ex 
officio. These are the Administrator of the Corporation, the Deputy Adminis- 
trator, the Secretary of the Treasury, the Secretary of Commerce, and one addi- 
tional member to be designated from time to time by the President from among 
officials of the Government who are required to be appointed by the President 
and confirmed by the Senate. The participation of these officials will facilitate 
the development of loan policies consistent with the requirements of other broad 
programs of the Government. 

Especially important is the participation of the Secretary of Commerce, who, 
as head of the Department of Commerce, administers most of the Government 
programs for nonfinancial aids to business. Giving him a voice on the Loan 
Policy Board will aid in bringing under common policies the financial aids to 
business administered by the Corporation and the nonfinacial aids carried on in 
the Department of Commerce. Government aid to small and independent busi- 
ness should be particularly benefited by the participation of the Secretary of 
Commerce. 

Specifically, the provision in the reorganization plan for a financial-assistance 
procedure governing the processing of applications in excess of $100,000 to any 
borrower strengthens and gives statutory prescription to an administrative ar- 
rangement already existing in the Corporation. In handling such loans under the 
reorganization plan, applications will be referred for analysis and recommenda- 
tion to a board of review composed of not less than five employees of the Corpora- 
tion. Whenever the Administrator approves or denies an application for financial 
assistance on which a board of review has recommended otherwise, he must set 
forth, in a memorandum to be placed in the files of the Corporation, the reasons 
for his action. This procedure is provided in order to assure that all applications 
for loans involving large sums are fully analyzed by the technical staff of the 
Corporation and that the recommendations of the staff are fully available to the 
Administrator when acting finally upon such applications. 

The reorganization plan continues the Reconstruction Finance Corporation as a 
separate corporate entity in the executive branch of the Government. Those 
functions which are currently performed by the Corporation or any of its agencies 
or officers pursuant to a delegation or assignment of functions made by the Presi- 
dent will be subject to termination or modification of any such delegation by the 
President. 

After investigation I have found and hereby declare that reorganization in- 
cluded in Reorganization Plan No. 1 of 1951 is necessary to accomplish one or 
more of the purposes set forth in section 2 (a) of the Reorganizatjon Act of 1949. 
I also have found and hereby declare that by reason of these reorganizations it 
is necessary to include in the reorganization plan provisions for the appoint- 
ment and compensation of the Administrator and Deputy Administrator of the 
Reconstruction Finance Corporation. The rates of compensation fixed for these 
officers are, respectively, those which I have found to prevail in respect of com- 
parable officers of the executive branch of the Government. 

The taking effect of the reorganization included in Reorganization Plan No. 
1 of 1951 may not in itself result in substantial immediate savings. However, 
the important objective of achieving the maximum effectiveness in the admin- 
istration of the Government’s lending programs to aid business will be advanced. 
Increased effectiveness will in turn produce indirect savings. An itemization 
of these savings is not practicable. 

The reorganization plan is especially important at this time of national 
emergency. It will strengthen the administration of the Reconstruction Finance 
Corporation and at the same time provide additional safeguards with respect 
to loan policy and the approval of individual loans. It will make possible the 
more effective coordination of the Government’s general loan policies. I strongly 
urge the approval of the reorganization plan as a means of achieving these 
objectives. 

Harry S. TRUMAN, 
Tue Wuire Hovsr, February 19, 1951. 
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REORGANIZATION PLAN No. 1 oF 1951 


Response by the President and transmitted to the Senate and the House of Representa- 
tives in Congress assembled February 19, 1951, pursuant to the provisions of the 
Reorganization Act of 1949, approved June 20, 1949 


RECONSTRUCTION FINANCE CORPORATION 


SECTION 1. ADMINISTRATOR OF THE CORPORATION.—There is hereby established 
the office of Administrator of the Reconstruction Finance Corporation, herein 
after referred to as the Administrator. The Administrator shall be appointed by 
the President by and with the advice and consent of the Senate and shall receive 
compensation at the rate of $17,500 per annum. 

Sec. 2. Deputy ApMINISTRATOR.—There is hereby established the office of 
Deputy Administrator of the Reconstruction Finance Corporation, who shall 
be appointed by the President by and with the advice and consent of the Senate, 
shall receive compensation at the rate of $16,000 per annum, shall perform such 
duties as the Administrator may from time to time designate, and shall be 
Acting Administrator and perform the functions of the Administrator, including 
his functions as a member and the Chairman of the Loan Policy Board here- 
inafter provided for, during the absence or disability of the Administrator or in 
the event of a vacancy in the office of Administrator. 

Sec. 3. OTHER EMPLOYMENT PROHIBITED.—No person shall while holding the 
office of Administrator or Deputy Administrator engage in any business, voca- 
tion, or employment other than that involved in the holding of such office. 

Sec. 4. Loan Poticy Boarp.—There is hereby established the Loan Policy 
Board of the Reconstruction Finance Corporation, which shall be composed of 
the following members, all ex officio: The Administrator, as Chairman, the 
Deputy Administrator, as Vice Chairman, the Secretary of the Treasury, the 
Secretary of Commerce, and one other member who shall be designated from 
time to time by the President from among the officers of the United States who 
are required to be appointed by and with the advice and consent of the Senate. 
Hither of the said Secretaries and the said designee of the President may desig- 
nate an officer of his department or agency to act in his stead as a member of 
the Loan Policy Board with respect to any matter or matters. 

Sec. 5. FUNCTIONS TRANSFERRED TO ADMINISTRATOR.—AIl functions of the 
Board of Directors of the Reconstruction Finance Corporation, including those 
of the members and Chairman of said Board and including those with respect 
to the management of the Corporation, are hereby transferred to the Administra- 
tor, except as the said functions are otherwise vested by the provisions of sections 
6 and 7 of this reorganization plan. 

Sec. 6. GENERAL PoLictes.—The Loan Policy Board shall establish general 
Policies (particularly with reference to the public interest involved in the grant- 
ing and denial of applications for financial assistance by the Corporation and 
with reference to the coordination of the functions of the Corporation with 
other activities and policies of the Government) which shall govern the grant- 
ing and denial of applications for financial assistance by the Corporation. 

Sec. 7. FINANCIAL ASSISTANCE PROCEDURE.—AI1 applications for loans or other 
financial assistance totaling in excess of $100,000 to any borrower shall be re- 
ferred to a board of review, and such board shall submit a recommendation in 
each case to the Administrator. Any board of review shall consist of not less 
than five persons who shall be designated by the Administrator from among 
personnel of the Corporation having major responsibilities assigned to them 
and who shall receive no additional compensation for service hereunder. When- 
ever any loan or purchase of obligation shall be approved or declined in any case 
wherein the board of review has recommended otherwise, the Administrator shall 
place in the records of the Corporation a memorandum setting forth his reasons 
for granting or denying the financial assistance involved. 

Sec. 8. DELEGATION oF FuNcTiIons.—The Administrator may from time to time 
make such provisions as he shall deem appropriate with respect to the per- 
formance by any officer, employee, or administrative unit under his jurisdiction 
of any function of the Administrator under the provisions of this reorganization 
plan. 

Sec. 9. ABOLITION OF PRESENT Boarp.——-The Board of Directors of the Recon- 
struction Finance Corporation, including the offices of the members of such 
Board, is hereby abolished, and the Administrator shall provide for winding up 
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any outstanding affairs of the said Board not otherwise provided for in this 
reorganization plan. 

Sec. 10. ErrecrivE DAaTe.—Sections 4 to 9, inclusive, of this reorganization plan 
shall become effective when, and not until, the Administrator first appointed 
hereunder enters upon office pursuant to the provisions of this reorganization 
plan. 

The Cuatrrman. Mr. Hoffman, a member of our committee, is the 
author of House Resolution 142. 

We are happy to have with us Congresswoman Bosone and Con- 
gressman Steed, who are sitting in. We invite them to participate 
in our deliberations and to ask any questions that might come to their 
minds to ask. 

I wonder if you have any statement that you would like to make? 

Mr. Horrman. The only thing I want to know is: What is this all 
about? That is all. 

The reason for that is that some time ago, with reference to the 
Home Loan Bank Board, they had one man Administrator, and they 
asked us to change it, and we did change it toa board. And now they 
have a board, and want us to go back. I would like to get it straight- 
ened out. 

That is all. 

The Cuarmman. I am hoping that that information will be forth- 
coming from the witnesses who will appear before us. 

At this time, I am going to call upon Mr. W. E. Harber, who is 
Chairman of the Board of Directors of the RFC. 

We are indeed happy to have Mr. Harber with us. 

I am sure, from his experience, we can appreciate the testimony 
upon this matter; and, at this time, I am going to call upon him to 
make such statement as he may see fit to make. 


STATEMENT OF W. ELMER HARBER, CHAIRMAN, BOARD OF 
DIRECTORS, RECONSTRUCTION FINANCE CORPORATION 


Mr. Harper. Mr. Chairman and members of the committee, I have 
been asked to comment on the Reorganization Plan No. 1 of 1951, re- 
be a collective judgment made. I have, in private business, acted 
one and merits careful consideration by the Congress. 

As a banker, I have always felt that in loaning money there should 
be a collective judgment made. I have, in private business, acted 
through a board of directors or a loan committee. I don’t believe 
the plan we are considering violates that principle. It provides fora 
high-level policy board to advise the Administrator on questions of 
broad public interest. It further provides for a five-man loan com- 
mittee which is to furnish the Administrator a collective judgment on 
individual loans. At the same time it fixes final responsibility on the 
Administrator for what is done. 

I think this separation of high policy from the day-to-day work of 
granting individual loans is good. The two functions are different 
and require a different type of experience and thinking. The actual 
making of individual loans is a full-time job and Cabinet members 
could not possibly be asked to devote the necessary time required to 
study and pass on even the larger loans. Outside of the determination 
of broad public policy and interest, the making of loans is a tedious, 
time-consuming process and requires the exercise of financial judg. 
ment on the soundness of a given case, 
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Experienced and able people can be found to do this work, which 
will require daily meetings and long hours of careful consideration of 
details. This could and should not be expected of Cabinet members 
due to other demands on their time. 

I believe the plan establishes a procedure for handling loans that 
will work effectively and efficiently. As I stated above, this process 
will bring to bear a collective study and judgment on both the financial 
soundness of the individual loan and whether it comes within the 
broad policy established by the Loan Policy Board. 

The CuarrmMan. We have with us Senator Douglas. 

Senator Douglas, Mr. Harber, Chairman, Board of the Directors of 
the Reconstruction Finance Corporation, is now testifying. 

Mr. Hareer. The plan also fixes responsibility on the Administra- 
tor, should be decide to change the action of the loan committee on a 
loan, and it requires a written record of his reasons for the change. 
This is all to the good. 

I consider the credit functions of the RFC very important to the 
country. Anyone who has been out on the firing line of business credit 
knows the Corporation serves an essential place in our credit system. 
No matter how good the times, there is a real gap in our business 
credit system that is not filled in even the most prosperous days. 
Until a better means is devised, the agency should fill this gap. Inter- 
mediate and long-term credit are just not generally available to small 
business. Most small or new business cannot reach the big money 
markets and insurance companies. Small business has only the local 
bank to depend on and there are many good loans that banks cannot 
make under present regulations. You have only to sit as a loaning 
officer in a country bank for a few months to have this brought home 
to you very forcibly. 

f our economy is to continue to grow and prosper and if we want 
our credit system to serve the purpose of helping to create new pro- 
ductive facilities, new employment, and new taxpayers, the RFC 
should continue to make many loans until we substitute something 
better. We cannot well do without it. 

I favor the reorganization plan. It is a good one. I think if it 
is adopted and promptly put into effect it will go a long way toward 
restoring public confidence in RFC. I think it is important to add 
that organizational structure alone will not solve all our problems. 
The character, ability, toughness, and determination of the men who 
operate an agency are of great importance and, in my estimation, 
decisive. 

The CratrmMan. Are there any questions of Mr. Harber? 

Mr. Holifield ? 

Mr. Hottrtetp. No. 

The Cuarrman. Mr. Hoffman ? 

Mr. Horrman. The plan provides at the bottom of page 3, the last 
sentence: 

Either of the said Secretaries and the said designee of the President may desig- 
nate an officer of his department or agency to act in his stead as a member of 
the Loan Policy Board with respect to any matter or matters. 

That would permit someone who had not been approved by the 
Senate to act on the Loan Board ; would it not? ai, 

Mr. Harper. On the Policy Board. 

Mr. Horrman. On the Policy Board; on the Loan Policy Board. 

80534—51 
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Mr. Harser. I believe that that says “by and with the consent of the 
Senate”; does it not? 

The Cuarrman. He is referring to page 3, the last line. 

Mr. Horrman. The last sentence on page 3. My point is that under 
that provision the policy for the making of loans might be made by 
individuals who were never considered by the Senate as being capable 
of exercising the functions of that office. 2 

Mr. Harper. Well, I believe that has to do with the loan policy 
there, does it not—the broad policies ? 

Mr. Lanuam. And not passing on the loans. 

Mr. Harper. This Loan Policy Board. 

Mr. Lanuam. That is as I understand it. 

Mr. Horrman. Which may be more important than passing on the 
individual loans. Those gentlemen would be advising the Adminis- 
trator as to what class of loans should be made. 

Mr. Harper. On the policy, I believe—the class of loans—but I do 
not believe they would advise on the individual loans, as I read this. 

Mr. Horrman. I thought that the Review Board was set up for that. 

Does not the Administrator in the end have authority to determine 
whether a loan should or should not be made? Do not these gentle- 
men advise him as to the advisability of making the loan? 

Mr. Hanser. No, not the individual loan; no, sir. 

Mr. Horrman. I did not read the section right, then. 

Mr. Lanuam. There is a loan policy 

Mr. Horrman. There is a loan policy, but I understood that the 
Board was to assist and advise the Administrator. 

The Cuarrman. The Administrator, yes. 

Mr. Lanuam. That is the Board of Review. 

Mr. Harper. That is a Board of Review. 

Mr. Lanuam. That is in section 7 that you are thinking of, Mr. 
Hoffman. There are two distinct and separate boards. One is the 
Policy Board, and the other is the Board that helps pass on loans, like 
a finance committee in a bank. 

Mr. Harper. As I understand it, the Policy is the over-all Board, 
and the loan committee is the adviser to the Administrator on the 
individual loans, 

Mr. Horrman. But the loan policy is to be determined, is it not, 
finally, by the Administrator ? 

Mr. Harner. That is correct, and with the advice of the loan com- 
mittee. 

Mr. Horrman. What is the loan committee? 

Mr. Harser. That is the review committee—the examiners, I guess 
you would callit. At least, that is what we call it. 

Mr. Horrman. I think that. is all at this time. Section 4 is the 
= committee, section 7 the loan committee as I understand the 
plan. 

The CuarrMan. Mr. Riehlman. 

Mr. Riruiman. The point I would like to have made clear, Mr. 
Harber, is this: If I understood your statement correctly, as a banker, 
the loan policy board has an opportunity to carefully scrutinize the 
request for the loan. Then, that is presented to the Board of Direc- 
tors, as we would call them, who are serving with the Administrator. 
Is that correct ? 
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Mr. Harner. I believe it is submitted to the Administrator. 

The over-all Policy Board I do not believe has anything to do with 
individual loans. They determine the policy as I read this—if I 
read it correctly. 

Mr. Rreuiman. Then, it is the Loan Policy Board? 

Mr. Harper. The Loan Policy Board would, in my judgment, say, 
“We will make certain classes of loans and we will reject certain classes 
of loans”; but getting down to the individual loans then the committee 
would advise—or the review committee would advise—the Admin- 
istrator on the individual loans. 

Mr. Lanuam. That is, over $100,000. 

Mr. Harper. Yes, sir; over $100,000. The $100,000 loans and below 
are made and disbursed by the State offices throughout the country. 

Mr. Rrewiman. But the Administrator has the final say as to 
whether or not that loan can be made? 

Mr. Harper. That is correct. 

Mr. Rireuiman. He has the right and authority to veto that loan 
if he feels it’should be? 

Mr. Harper. Yes, sir; and if he does veto, in the face of the advice 
to make it, then he must put a memorandum in there stating why he 
vetoed it; or, if he makes it, whether they recommended that he 
should or should not make it, he has to put a memorandum in there, 
too. ; 

Mr. Rientman. So, there is always available a memorandum from 
the Administrator when he has approved a loan which has not been 
recommended by the Loan Policy Board, and, also, if he rejects the 
loan that has been recommended by it, he has to file a memorandum 
that is available at all times? 

Mr. Hareer. That is correct. 

Mr. Rrentman. That is all. 

The Cuatrman. Mr. Lanham? 

Mr. La mM. No questions. 

The Cuairman. Mr. Karsten? 

Mr. Karsten. No questions. 

The Carman. Mrs. Harden? 

Mrs. Harpen. No questions. 

The Cuatrman. Mr. Brownson? 

Mr. Brownson. No questions. 

The Cuarrman. Mr. Curtis? 

Mr. Curtis. Yes. 

Mr. Harber, were you in on the consultation for the preparation of 
this reorganization plan ? 

Mr. Harser. I was a little. 

Mr. Curtis. And do you know—— 

Mr. Hanser. I saw it, anyway. 

Mr. Curtis. You saw it, you were consulted ? 

Mr. Harper. Yes, sir. 

Mr. Curtis. What I was trying to get at is, Do you know how much 
effort was spent on this paeilonan plan, that is, consideration given 
to it? 

Mr. Harper. No, I do not. I suspect quite a good deal, but I do not 
know how much. 
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Mr. Curtis. The reason I ask that question, of course, I believe the 
Senate committee is still holding hearings on the functioning of RFC; 
are they not? 

Mr. Harper. Yes, sir; I believe so. 

Mr. Corrts. And this plan has been presented right in the middle of 
those considerations; has it not? 

Mr. Harper. Yes, sir. 

Mr. Curtis. Do you not think that the actual reorganization plan 
should await the development of all of that information, so that we 
know where we are going? 

Mr. Harper. Well, I think this, that something should be done so 
that the organization can go on and function. 

Mr. Curtis. I agree with that, sir, but what I am getting at is we 
have done a lot of things in haste and have repented in leisure. Here 
a lot of information is being developed. This plan has been pre- 
sented without considering a great deal of the information that has 
come out in the past 2 weeks; is that not a true statement ? 

Mr. Harper. Well, I would not know, of course, about that, because 
I do not know how much consideration or when this was started. 

Mr. Curtis. You really do not know how much consideration has 
been given to the plan? 

Mr. Harper. I have not been here too long, you know. 

Mr. Curtis. That is right. That is all. 

The CuHarrman. Are there any other questions, Mr. Curtis? 

Mr. Curtis. No. 

The CHatrman. Mr. Bonner? 

Mr. Bonner. No questions. 

The Cuarrman. Mr. McCormack ? 

Mr. McCormack. Will you give some evidence of your background. 
I know you are a man of broad experience in banking and in financial 
circles, but for the record will you give a brief statement of what it is. 
That question is not asked upon the basis that I am trying to qualify 
you, because I know of you. 

Mr. Harner. I started 40 years ago, June 20, 1911, in the banking 
business, first as the janitor and bookkeeper, and I have worked all 
the way through the banking business up to and including president of 
a couple of banks and director of another city bank. I have been in 
various and sundry businesses and still am, including the production of 
oil, the automobile business, and the supply business of various kinds. 

Mr. McCormack. You might be called a product of the American 
institution ? 

Mr. Harper. Yes, sir. 

Mr. McCormack. Will you give the committee or give me and 
the committee an idea as to how loans operate in a private bank in 
relation to responsibility, I mean the responsibility of making the 
loan. I donot want to go into the whole picture, but I mean directing 
it as to the responsibility of making the loan. 

Mr. Hareer. You will have a loan committee in a bank. I should 
think in a city bank more so than a country bank, that is, the kind of 
bank I have. The individual officers pass on a loan and close it up, 
make it and disburse the funds, and they submit that the following 
morning to the discount committee for approval. And, of course, 
they are approved. That is the way we function in the country bank. 

Mr. McCormack. This is a pretty big banking institution. 
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Mr. Harper. I know. 

Mr. McCormack. Take the bigger banks, what would be the policy ¢ 

Mr. Harser. They would have the review committees and the credit 
committees. That is what they would call them generally. The 
credit department will check the loan as our review committee checks 
it and they will recommend to the loaning officers and board of direc- 
tors or the discount committee. 

Mr. McCormack. Is there a tendency toward some individual hav- 
ing responsibility for decision ? 

Mr. Harper. Yes. The president of the bank or the chief executive 
officer, he might be the chairman of the board, would have the chief 
responsibility or the major responsibility, but the loan would be 
assigned to the leaning officer. The handling of the loan would be 
assigned to the officer who originates the loan. But, finally, the presi- 
dent of the bank would be responsible. 

Mr. Bonner. Mr. McCormack asked you about your background. 
Just to get it clear in my mind, I think you were a little modest in 
telling your background. You spoke of a country bank. What size 
bank is your bank ¢ 

Mr. Haser. It is about $12,000,000. 

Mr. Bonner. Where is it located ¢ 

Mr. Harper. Shawnee, Okla. 

Mr. Bonner. That was the bank that you were president of when 
you came here ¢ 

Mr. Harper. That isthe bank. That is one of the banks that I am 
president of, when I came in here. The other one is the First Na- 
tional Bank of Seminole. 

Mr. Bonner. Where is that ? 

Mr. Harser. At Seminole, Okla. 

Mr. Bonner. What size bank is that ? 

Mr. Harser. That is about $5,000,000, four and one-half, and the 
sangre National Bank, of which I am a director, is about $100,000,000 

ank. 

Mr. Bonner. Any other banks? 

Mr. Harper. Well, not directly, no. 

Mr. Bonner. And the policy of operation in the $100,000,000 bank 
is similar to that in the $12,000,000 bank ? 

Mr. Harsor. Well, except their loan committees go into the loans 
more than they would in the smaller banks; in other words, they 
cannot be as close to their borrowers as the smaller banks can to theirs. 

Mr. Bonner. The smaller one can be closer than the larger one? 

Mr. Harner. The officers in the smaller bank can be closer to the 
borrower than can the officers of the city bank. 

Mr. Bonner. And the similarity here, how does it compare with 
either of your banks? 

Mr. Harper. Of course, you are farther away from your borrower 
here. You very seldom meet the borrower. You have to go alto- 
gether by the contacts that your State office makes with the borrower. 

Mr. Bonner. That is the manner of reaching the borrower through 
your branch organization in the various States ¢ 

Mr. Harper. That is correct. 

Mr. Bonner. They report here, and then you make the final ap- 
proval here, do you not? 
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Mr. Harser. By reading, generally, those reports and by the engi- 
neers’ reports and the financial statements which they submit. 

Mr. Bonner. That gets this plan down, then, to the people who 
know the applicant, does it not, that is, your system here ? 

Mr. Harper. Yes, sir. 

Mr. Bonner. As it would be in the small bank? 

Mr. Harper. That is correct. Finally we have someone that goes 
out and sees these applicants. 

Mr. Bonner. You have had large banking experience and small 
banking experience, I might gather ? 

Mr. Harpor. Yes, sir. 

Mr. Bonner. That is all. 

Mr. Rreni~man. I wondered if Mr. McCormack would yield. I 
wanted to get this straight. I am sure you would agree with me that 
the president of a bank, or the chairman of the board of directors of 
a bank, neither of them has the authority that is vested in the Ad- 
ministrator here. They have a certain influence that they can exert, 
but on boards that I have served on, the president nor the chairman 
of the board has the authority to directly veto a loan. 

Mr. Harper. Override. 

Mr. Rreximan. Override the board? 

Mr. Harser. The discount committee. No, sir; that is correct. 

Mr. Rreximan. I thought that was a question that should be cleared 
up, that the Administrator does have a greater authority. 

Mr. Miter. Mr. Harber, I commend the last statement in your 
report; that is, regarding the character, the ability, and the determi- 
nation of men who operate the agency. 

Getting back to the point raised by Mr. Hoffman, which seems to 
me to be an important one, the last sentence on page 3 of the reor- 
ganization plan says, “Either of the said secretaries and the said 
designee of the President,” all of whom have to be appointed by the 
President with the consent of the Senate, but according to this pro- 
vision they then, in turn, may appoint someone else to act in their 
stead ? 

Mr. Harper. Yes, sir. 

Mr. Miiier. Who has not been approved by the Senate at all. 
I realize that that is only in regard to policy and does not, of course, 
have any reference to the review of a particular loan, but is not pol- 
icy important, I mean, does not policy generally supersede the propo- 
sitions which arise with individual loans; for instance, supposing the 
policy committee says that we shall not make any loans to gambling 
casinos or hotels or in Florida, or a hundred other things, that would 
supersede, would it not, any consideration of an individual application 
under such a heading? In other words, if the policy committee stated 
that as of this date, “We shall make no loans to such and such a busi- 
ness,” or “to such types of business,” that would be ahead of the deter- 
mination of any particular applicant within that group. 

Mr. Harper. Yes. 

Mr. Mitier. That would not come to the review board at all, would 
it? 

Mr. Harpser. No, sir; that would not be considered at all. 

Mr. Mitre. Then would you not recommend, as a banker, that 
that particular provision should be deleted from this reorganization 
plan? If a man is appointed by the President with the consent of 
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the Senate he should act; and if he does not act himself, I think that 
anyone who acts in his stead should also be approved by the Senate 
rather than giving the power to the individual appointee. Asa banker, 
would you not say that if you were a stockholder in the bank you 
would like to have something to say about the people who were going 
to act, rather than giving the people that you approve the right to 
put somebody else in their stead whom you do not know at all ? 

Mr. Harsor. Well, of course, I believe generally we all have to act 
on the advice of someone. And this Administrator here will have to 
act on the advice of this loan committee. 

Mr. Miter. Yes, but the Senate would like to have something to 
say as to whose advice he is taking, would you not say ? 

r. Harper. Yes, I think so. 

Mr. HouiFrecp. Will you yield at that point ? 

Mr. McCormack. I had not given up the floor yet. I do not mind 
going along, but I have a few more questions. 

Mr. Miter. I am sorry. 

Mr. McCormack. You are all right. Go ahead. 

On this question here, might I ask you this, suppose you are the 
Secretary of the Treasury, or I am, or any one of us, with all of our 
other manifold duties. We are going to perform every duty we can to 
the extent humanly possible that is imposed upon us, but there are 
times when you have to designate some one else to represent you 
either generally or specifically. That is practical, is it not ? 

Mr. Harper. Yes. 

Mr. McCormack. If you were Secretary of the Treasury and this 
reorganization plan went through and you had occasion to designate 
somebody, why is it not logical that that person is going to report 
back to you and that is not essentially his judgment, but your 
judgment ? 

Mr. Harser. That is right. 

Mr. McCormick. That person’s viewpoint would have a lot of in- 
fluence with you, as it would with me or anyone else, but you have 
confidence in him to represent you and you would have confidence 
in his recommendations to you, but you would make the final decision 
and it would be yours as a member of this policy board ? 

Mr. Harper. That would be my thought in it. 

Mr. McCormack. That is not contradicting you, but sort of am- 
plifying. 

Mr. Harper. And certainly the Secretary of the Treasury would be 
responsible for the decision that is made. 

Mr. McCormack. He would be responsible, having been confirmed 
by the Senate for Secretary of the Treasury. Certainly it would not 
be necessary again to send his name up for a confirmation as a member 
of a policy board, assuming the reorganization plan went through. 

Mr. Harper. No; it would not. 

Mr. McCormack. Would you agree to that? 

Mr. Harper. Yes, sir; I would agree with that. 

Mr. McCormack. I have some other questions, but I just wanted to 
go ahead with that. 

Mr. Houtrtevp. The gentleman from Massachusetts brought out the 
point clearly that I wished to bring out, in the case of any member of 
the policy board who had been confirmed by the President designat- 
ing someone to act in his stead. That would not absolve that member 
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from any responsibility for the policy set-up, either to the Senate or 
to the President. 

Mr. Harper. No, sir; I think he would have full responsibility. 

Mr. Houirrevp. He would have to accept the full responsibility and, 
therefore, it would be up to him to designate someone for convenience 
purposes that he had confidence in, and whatever the policy that was 
recommended he would still be responsible to the Senate and to the 
President ? 

Mr. Harper. Yes, sir. 

Mr. Brownson. On the basis of your banking experience, Mr. Har- 
ber, I would be very interested in knowing this: You have down at the 
bottom of page 2 of your paper the following: 

Small business has only the local bank to depend on, and there are many good 
loans that banks cannot make under present regulations. 

I am not completely familiar with the banking field, and I would 
appreciate your elaborating on that a little bit to give me a better 
picture. 

Mr. Harper. Well, of course, the loans that the RFC makes are loans 
that are rejected by every other lending institution, for one reason or 
another, and generally I would say that they are either capital loans 
with too long a time, and on account of credit restrictions the banks 
cannot make them. I think that is what I mean there by that. 

Mr. Brownson. In other words, your local banker will not write a 
long-term loan? 

Mr. Harper. Will not make it. 

Mr. Brownson. Will not make it or he cannot make it under the 
regulations ? 

Mr. Harper. He probably could make it if he is willing to fight all 
of the time, but he would rather forego the making of the loan than’ to 
have to fight with the regulatory authorities. 

Mr. Brownson. In other words, in order to make the long-time 
loan he has to fight with the Government regulatory authorities which 
makes it difficult for him to make that loan ? 

Mr. Harser. That is right. And, of course, if you make enough 
of them, why, you certainly would be. 

Mr. McCormack. There might be occasions where there might 
be a good loan application, but a bank might be loaded up with too 
much of that type; is that not true? 

Mr. Harper. That is true. 

Mr. McCormack. It might not be advisable at a particular time to 
have too many loans covering a particular field like, say, loans on wool 
or anything where the market might go bad, and if it went bad, the 
bank might go bad. Without bringing back anything but a historical 
reference, we found during this depression that was the cause of many 
banks failing when they were loaded up with too much of one type of 
collateral that went bad; is that not right? 

Mr. Hareer. That is correct. 

Mr. Burnsipe. How about the case of rubber plants where they are 
used only occasionally and we hope not all of the time unless we find 
new processes—what about the case of the rubber plants where the 
banks could not make loans like that—that would be specialized— 
where you want to help the Government to producé rubber in an 
emergency like this? 

Mr. Harper. I do not believe a bank would make that. 
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Mr. Burnsipe. They would not make loans like that? 

Mr. Harper. No. 

Mr. Burnsipr. They would have to call on an agency like the RFC 
to secure loans of that nature ? 

Mr. Harper. Yes. 

Mr. McCormack. I do not want to hold the floor. I have just a few 
more questions to complete this. Can you tell the committee what the 
RFC has made in interest over the period of its existence on loans to 
private institutions ¢ 

Mr. Harper. These are round figures. 

Mr. McCormack. Yes. 

Mr. Harser. A gross of about approximately $1,400,000,000. 

Mr. McCormack. What has it lost ? 

Mr. Harper. About $200,000,000. 

Mr. McCormack. I suppose that private banks have losses them- 
selves every once in a while; do they not? 

Mr. Harper. Yes. 

Mr. McCormack. There is no such thing as 100 percent perfect 
loans, that is, every loan being paid back? 

Mr. Harper. That is correct. If you loan money you are going to 
lose some money once in a while. 

Mr. McCormack. Sometimes there are mistakes of judgment ? 

Mr. Harper. - Yes, sir. 

Mr. McCormack. That are made by the best of us? 

Mr. Harper. Yes. 

Mr. McCormack. That does not mean there is any intent other than 
you used your best judgment. And in banks they use their best judg- 
ment and some go bad in whole or in part. 

Mr. Harper. I think this record of the RFC is a wonderful record 
in view of the fact that they make what you might call some marginal 
loans on all items, with $1,400,000,000 in gross profits and with a loss 
of $200,000,000, and that is against loans of $21,000,000,000. 

Mr. McCormack. As I understand this reorganization plan, it does 
not change the basic law in relation to the steps that one must go 
through to be considered ? 

Mr. Harper. That is correct. 

Mr. McCormack. In other words, before a person can apply for a 
loan to the RFC, there has to be a bank refusal to make the loan; is 
that right? 

Mr. Harper. That is correct. 

Mr. McCormack. Then they cannot go to the RFC until that 
happens? 

Mr. Harser. Until the credit is not otherwise available. 

Mr. McCormack. That opens up one thought, one field that I would 
like to get your opinion on. I do not want your opinion; I want 
evidence. I do not want hearsay or anything. I want evidence, such 
as I might receive if I were a judge in a court. 

Have you any evidence where banks have refused to make loans 
that otherwise they could have made in order to force a person, or to 
enable a person, to make an application with the RFC? 

Mr. Harser. Will you state that again? I do not believe I quite 
caught that. 
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Mr. McCormack. Can you give any evidence of cases where banks 
have refused to make loans that otherwise could have been made in 
order to force then into the RFC so that later the RFC would ask 
them to participate and they got an advantage, that is, the banks 
got an advantage ? 

Mr. Harper. Well, I would not know about it, if we do have. In 
most cases, I will put it this way: We do have letters from banks 
or from other financial institutions who have rejected loans. The 
participation angle, I do not know why they would get any advantages 
except I can think of this: I have made very few participation loans, 
I mean as a private banker, where the RFC participated. There 
were two times I have made participation loans where we carried all 
of the paper and it was done primarily in order to be able to carry 
the loan which was an excess loan. That would give the bank an 
advantage, all right, give them the advantage that they could have 
a bigger loan limit by having the guaranty of the RFC, which they 
paid for. 

Mr. McCormack. In the participating loan is the bank placed 
usually in the position in case the loan goes bad they are protected first 
before the RFC is? 

Mr. Harper. It is share and share alike, percentagewise. 

Mr. McCormack. I am through. 

Mrs. Cuurcnu. I wondered if Mr. Harber is familiar with the plan 
which I understand Senator Fulbright has been working on for 
reorganization under a single director? 

Mr. Harper. Well, I have read some of the plans that have been 
submitted. 

Mrs. Cuurcu. Do you think the plan under consideration today 
is preferable to that ? 

Mr. Harper. Well, I cannot see a great deal of difference, I mean 
the way I read it. Maybe there is, but I have not read that very 
carefully. 

Mrs. Cuurcu. That is all. 

‘Mr. Burnsipe. You have been here just 90 days, have you not ? 

Mr. Harper. Yes, sir; about that. 

Mr. Burnsipe. These questions, then, are new for you? 

Mr. Harper. Yes. 

Mr. Burnsipe. Did you make loans to these rubber plants to get 
them started as a war emergency ? 

Mr. Harper. No; I believe that the Rubber Reserve Corporation 
owned the plants and that the Rubber Reserve is owned by the RFC. 

Mr. Burnsive. How is that? 

Mr. Harper. I believe these plants are owned by the Rubber Re- 
serve. 

May I have Mr. Merritt answer that? 

The Cuaimrman. Identify yourself for the record. 

Mr. Merritr. My name is Arthur B. Merritt. 

The Cuairman. And your title? 

Mr. Merrirr. I am executive manager for the Board of Directors. 
The synthetic-rubber plants, which is virtually the synthetic-rubber 
industry in this country, are all Government-owned. It is a Govern- 
ment investment, built during the war, and in the days of the national 
defense prior to that. There are no loans in there. It is an invest- 
ment by the Government. 
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Mr. Burnsivr. Have you made loans so that the machinery may be 
improved ; for instance, some of that machinery was moved out, and 
some of it back in. E 

Mr. Merrirr. Not on a loan basis, on the basis of Government in- 
vestment. The plants, you see, are run for the benefit of the Gov- 
ernment. 

The operators of the plants are paid a management fee. The Gov- 
ernment pays all of the expenses and a management fee, and takes 
all of the end product and distributes it. 

Mr. Burnsive. So no loans are made by the RFC / 

Mr. Merritt. No, sir. 

Mr. Burnsipe. No loans have been made? 

Mr. Merritt. The RFC does advance funds but they are invest- 
ment funds, not on the basis of loans, because the Government itself 
owns the plants. 

The Cuarrman. Mr. Meader, do you have any questions ? 

Mr. Meaper. Mr. Chairman, I have some questions to ask Mr. 
Harber, but I would like to make two parliamentary inquiries first. 

This is a somewhat novel way of passing laws, as I get it, and I am 
a little bit in doubt just about what we can do here. 

I understand we have no right to amend this reorganization plan ; 
is that correct ? 

The Cuatrman. In the Reorganization Act of 1949 we so provided. 
The Congress made that provision; yes. 

Mr. Meaper. We cannot make any amendment ¢ 

The CuairmMan. We either reject them or they become law. 

Mr. Mraper. The second question is one of interpretation. Fre- 
quently I know courts turn to discussions of committees and com- 
mittee reports and the testimony where the intent of an enactment is 
in doubt for arriving at an interpretation. I am wondering whether 
or not there is any way that under a reorganization plan which is 
submitted by the Executive, the proceedings here today, for example, 
or the discussion on the floor of the House would have any bearing 
upon the interpretation of the intent of the plan. 

The CuarrMan. We either take it or reject it. We provided that in 
the basic law unded which the President submits them. 

Mr. Mraper. The question that I intend to ask Mr. Harber perhaps 
is somewhat pointless. 

Mr. McCormack. Might I make the observation, for whatever 
value it is worth, it is my understanding of the law, and this is just 
broadly speaking, that where there is an ambiguity in any act, as, for 
example, an ambiguity in the reorganization plan, then the court con- 
siders the intent of Congress, or the hearings that have been held have 
been resorted to at times, as well as the debates. Where the language 
is plain and distinct and is capable of only one meaning, then that is 
entirely different. However, where there is an ambiguity and capa- 
bility of two or more meanings then recourse is had, as the gentleman 
has indicated, or his thought along that line. 

Mr. Curtis. Will you yield there a minute? I think there have been 
some recent decisions where they have held that what is said in debate 
or by the committee or anything else has no bearing on the interpre- 
tation of the law. There are two recent cases on that. I cannot cite 
them, but I am pretty sure I am correct on that. 
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Mr. McCormack. When I get to talking law as a lawyer, I hesitate. 

Mr. Curtis. I am not making a positive statement. 

Mr. McCormack. I will advise clients which I have not done for 18 
years—lI closed up my office 18 years ago. 

Mr. Mraper. I have the same impression about the usefulness of 
debates and testimony in hearings that the majority leader has, which 
was the purpose of my raising the question, and to point out that this 
method of legislating differs at least in two respects from the passing 
of a law by the Congress where Congress has the right to amend during 
the course of its passage and also-where the debates do have some bear- 
ing upon the interpretation to be placed on the legislation by the 
courts. 

The CuatrMan. I appreciated the purpose of your question, but 
this is the only means provided by the Congress. After all that, too, 
is our responsibility. 

Mr. Meaper. Since Congress is not the originator of this program 
it would seem to me if interpretation is applicable it becomes impor- 
tant to determine just whose intent this plan is, and therefore 1 meant 
to ask Mr. Harber whether or not this plan originated in the Board 
of Directors of the RFC. 

Mr. Harper. I do not believe so. 

Mr. Mraper. Was it prepared by anyone in the entire Corporation ? 

Mr. Harper. No, sir; it was prepared outside of the Corporation. 

Mr. Meaper. Do you know who prepared it? 

Mr. Harper. No, sir: I donot. First, that I knew of it, it was sub- 
mitted to us for consideration. 

Mr. Meaper. But you do not know where it originated ? 

Mr. Harper. No, sir. 

Mr. Meaper. Were you consulted during the preparation of the 
plan ? 

Mr. Harper. No; not until it was submitted to us. 

Mr. Meaper. And did you make any suggestions with reference 
to the plan, either officially or informally ? 

Mr. Harper. Informally, yes, sir; we did. 

Mr. Mraper. Were any changes made as the result of those sugges- 
tions made by RFC? 

Mr. Harper. Well, there were some changes made that we suggested. 

Mr. Meaper. And does the Board, or did the Board officially, or did 
the Board unoflicially approve this plan? 

Mr. Harper. No, sir. 

Mr. Meaper. Did the Board officially disapprove it ? 

Mr. Harper. No, sir. 

Mr. Meaper. Did the Board take any position informally with re- 
spect to it? 

Mr. Harser. No, sir; we did not, as a Board. We did not consider 
it as a Board. 

Mr. Mraper. Are you familiar with the views of the RFC Directors 
or the subordinate officials in the RFC with respect to this plan or its 
desirability ? 

Mr. Harper. No, sir; I have not discussed it with them. 

Mr. Meavrer. How do you personnally feel about it? 

Mr. Harper. [think that the plan is workable and certainly would 
be better than the thing is going today. I mean we need something— 





REORGANIZATION PLAN NO. 1 OF 1951 17 


we need something in RFC. If it is reorganization, why this is a good 
reorganization plan. 

Mr. Meaper. You do not think the RFC is functioning too well 
at the present time? 

Mr. Harper. No: I do not believe it is. 

Mr. Meapver. Well, now, I had a couple of questions of interpreta- 
tion. I do not know whether you are the proper person to whom to 
direct the questions. It is with reference to section 2. I am quite 
sure I know what should be the answer, but I just wanted to clarify 
it, whether it will have any effect or not. I notice that the Deput} 
Administrator performs the functions of the Administrator, aria 
ing his functions as a member and Chairman of the Loan Policy 
Board, during the absence or disability of the Administrator. I note 
by section 4 that the Deputy Administrator is by the terms of the 
plan a member of the Loan Policy Board, 

And my question is whether or not in the absence of the Admin- 
istrator the Deputy Administrator, exercising his functions, would 
cast two votes on that Policy Board or just the one that he would 
have anyhow. 

Mr. Harper. I would think one, but I would not be able to answer 
it for sure. It would be my thought that it would just be one. 

Mr. Mreaper. He could not cast two votes ¢ 

Mr. Harper. That would be my thought on it, but I do not know. 

Mr. Meaper. With respect to the limit of $100,000 in section 7, 
would you clarify what the limit would be in a participating loan; 
does the $100,000 refer solely to the RFC funds that go into the loan, 
or would that be, perhaps, a participating loan which ‘totaled $100,000 
of which the RFC supplied only, say, $70,000 ? 

Mr. Harper. Well, I think it would apply to both. If there is 
someone participating in the $100,000 that would be made without 
the loan policy, the Washington Policy Committee passing on it. 
That would be made in the field at the State level. 

Mr. Meaper. Well, suppose that were a $150,000 loan of which the 
RFC supplied $100,000. 

Mr. Harper. That would have to come into this Review Committee 
in Washington. 

Mr. Meaper. But if the loan were for $100,000 total, of which RFC 
supplied $70,000, they would not have to come to Washington, in your 
opinion ¢ 

Mr. Harper. No, sir. That is correct. That is the way I read that, 
anyway. 

Mr. Meaper. That is all. 

The Cuairman. Mr. Bolling, do you have any questions? 

Mr. Botting. No questions. 

The Carman. Mr. Dorn? 

Mr. Dorn. I would just like to ask one question of Mr. Harber. 
J notice here in the reorganization plan that. is submitted by the Presi- 
dent that there would be some indirect savings. This committee, of 
course, is primarily interested in saving the people of this country 
money. I would like to know if you would like to amplify on that 
and be more specific in just what way eventually there would be any 
saving of gg 

Mr. Harser. I do not know quite what it has reference to there. We 
have effected considerable savings in the RFC in the past 90 days. We 
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have installed a plan and rules and regulations which will save $5,000,- 
000 in the next 12 months and will increase the income by at least a 
million dollars in the next 12 months. 

Mr. Horirrerp. Will you yield there? 

Mr. Dorn. Yes. 

Mr. Houtrrevp. Is it true that right away you would save the salaries 
of four men by releasing four of the Administrators or two of them ¢ 

Mr. Harper. Three of them. 

Mr. Houtrrevp. And also if this develops a more efficient method of 
granting loans there might be an indirect saving in the prevention of 
losses ¢ 

Mr. Harper. Yes, sir. 

Mr. Hotrrtevp. In the future? 

Mr. Harper. There could be. 

Mr. Houtrrevp. That is all. 

Mr. Dorn. That is all. 

The Cuarrman. Mr. McVey, do you have any questions? 

Mr. McVey. I notice on page 3 this statement, “It will strengthen,” 
meaning this plan will strengthen the administration of the Recon- 
struction Finance Corporation. I think it would be a good thing to 
bring out some of the details in connection with this strengthening of 
the administration of the RFC. We have heard the statement around 
the table that the administration will be strengthened. Just in what 
way will it be strengthened? I think it might be a good thing to 
bring out those details, and state the manner in which the adminis- 
tration will be strengthened. 

Mr. Harper. I think that if you have direct power and responsi- 
bility to act without passing it back to a board and waiting for the 
board, I think you can tighten up the organization and eliminate ex- 
penses and save time in any operation. 

Mr. McVey. You have a five-man committee, of course, to act upon 
these loans in excess of $100,000. How were those loans administered 
before or at the present time? 

Mr. Harper. The loans of $100,000 and under are acted on at the 
State level by the committees and the State managers now. This fol- 
lows that. I do not know that it is intended to follow that, but that 
is the plan we have adopted now and are following. 

Mr. McCormack. Might I interject there? Is there not an advisory 
committee on the regional level, too, not connected with the RFC? 

Mr. Harper. Yes. And the banking examining committees and 
all of the other committees we have here, except in a smaller way 
and we did not have the advisory committee here. 

Mr. McCormack. What is the authority of the advisory committee 
under existing conditions? 

Mr. Harper. To recommend. Their recommendations could be 
overruled, but generally are considered. 

Mr. McCormack. They are people who are prominent usually in 
financial circles? 

Mr. Harper. In business. They try generally to get all sections 
of business represented on those advisory committees. 

Mr. McCormack. Would that continue under this? 

Mr. Harper. Yes, sir. 
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Mr. McVey. Then you think the main source of improvement is in 
the fact that we will have just one Administrator instead of four to 
five acting on these loans? 

Mr. Harner. I think that would be a part of it at least. 

Mr. McVey. You do not think of any other details? 

Mr. Harper. I would not want to go into others at this time, because 
I have not thought about it a great deal. 

Mr. McVey. That is all. 

The Cuarrman. Mr. Bush? 

Mr. Busu. Mr. Harber, you do feel that this plan, though, will 
strengthen the position as far as the Reconstruction Finance Board 
is concerned ? 

Mr. Harper. Yes; I believe it will. 

Mr. Busn. Do you have any real evidence as to why it will 
strengthen it ? 

Mr. Harper. Well, it is always easier if you have five men to deal 
with, it is always harder to get an opinion, a final opinion, from five 
men or three men than it is from one man; in other words, one man 
will make up his mind, but there will be four other men who have 
not made up their minds yet, and you would have to wait, and there 
would be delay. 

Mr. Busu. That is all. 

The Cuatrman. Mr. Baring, any questions? 

Mr. Bartne. No questions. 

Mr. Burnstpe. Do you have people as they come into your office 
re abate so that you will have a record of all who come into your 
office ¢ 

Mr. Harper. I believe you have reference to representatives of 
borrowers ¢ 

Mr. Burnsipe. Yes. 

Mr. Harper. Yes, sir; we do. 

Mr. Burnstpe. You have all of them register so that you know 
who has been in there to see about loans and things? 

Mr. Harper. That is a thing that has been installed in the office 
since we have been there the past 90 days. 

Mr. Burnsipe. That is in the last 90 days? 

Mr. Harper. Yes. 

Mr. Burnsine. So there will be a record in case someone should ask 
who has been in the office asking for a loan ? 

Mr. Harper. Yes, sir; and in addition to that we ask the borrower 
for permission—we ask him to give us written permission to discuss 
the loan with us before we discuss it with the party who comes in and 
inquires about it. 

The Cuatrman. Thank you very much, Mr. Harber. We appreciate 
very much your testimony. 

Mr. Horrman. I have another question. The primary purpose of 
this bill is to fix the responsibility for the making of loans, is it not ? 

Mr. Harper. Yes, sir; I believe so. I believe that is part of it, at 
least. 

Mr. Horrman. That was to be fixed upon the Administrator ? 

Mr. Harper. Yes, sir. . 
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Mr. Horrman. Well, now, going back again to the bottom of page 3, 
there you have a Board which is appointed not by the President and 
confirmed by the Senate, but designated by those who have before that 
time been appointed by the President and confirmed by the Senate 
and that Board so appointed makes the loan policy. 

Mr. Harser. That is the broad Policy Board. 

Mr. Horrman. The Administrator does not make it, does he? 

Mr. Harper. He sits in on the policy. 

Mr. Horrman. Yes; but still the responsibility of that policy is on 
the Board ? 

Mr. Harper. That is correct. 

Mr. Horrman. You probably recall that with reference to priori- 
ties and also with loans, there was complaint at one time about ma- 
terial being given to those who were building race tracks, money to 
companies which were erecting hotels, amusement hotels, and all, and 
in view of the fact that the Policy Board here, which is made up of 
men that the Senate has had no opportunity to pass upon, you do not 
fix the responsibility, do you, upon anyone that the Senate might 
have a hand in confirming? 

Section 4 permits the ‘Board members appointed by the President 
and confirmed by the Senate to fix the policy, but it also permits 
individuals designated by the Board members to fix the loan policy— 
these designees’ names are not required to be submitted to the Senate. 

What I am trying to say is that by this plan, responsibility is not 
fixed upon any one individual or board, who or which. has been 
appointed by the President, confirmed by the Senate. 

Under section 4 the designees named by the Administrator, the 
Deputy Administrator, the individual appointed to the Board by the 
President and the two member of the Cabinet—the Secretary of the 
Treasury, the Secretary of Commerce—have authority to make a 
general loan policy. 

If an unsound policy is established and under it bad loans for 
unworthy purposes are made and then the Administrator is criticized, 
he may reply that the policy was fixed by the Board created under 
section 4. 

Then when the Board is criticized, it may reply that the policy was 
fixed by the designees. ‘Thus the responsibility is shifted to the 
designees. 

This plan no more provides for the fixing of responsibility than 
does the present system. 

Mr. Harper. I believe that ultimately the responsibility might go 
back on the Administrator. 

Mr. Horrman. Only by force of public opinion, that would be all, 
there is not anything in the law that requires the Administrator to 
determine that? 

Mr. Harper. Yes. 

Mr. HorrmMan. Suppose your board of appointees would say, “We 
are going to loan some money to this, that, or the other concern,’ 
there is no way of nailing that onto the Administrator, because he 
will come right back and say, “I did not have any authority to veto 
it.” My point is you are not accomplishing your objective. 

Mr. Harner. I believe you do have authority to veto that loan if you 
put a memorandum in that file. I believe that the Administrator has 
the authority to veto that loan even though the high Policy Board 
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would say, “You make this loan.” I believe that under this he could 
do that. 

Mr. Horrman. If the policy says, “We are going to loan to an 
amusement park somewhere” ? 

Mr. Harper. That would have to be to take all amusement parks, 
and not one. 

Mr. HorrMan. Suppose in time of war we are going to build some 
more new schoolhouses? You remember the last time the schools 
were after it at all times, and the hospitals were after money. If you 
fix the policy as to those who will qualify for loans I cannot see how 
the Administrator is responsible. Is there not always a tendency 
when someone is criticized to say, “The other fellow fixed that, I did 
not.” : 

That is all I have. 

The Cuarmman. Do you have any questions, Congresswoman 
Bosone ¢ 

Mrs. Bosonr. No. 

The Cuatrman. Do you have any questions, Mr. Steed ? 

Mr. Steep. No. 

The CHarrman. Senator Douglas, you listened to the testimony 
of the witness. Would you like to ask him any questions. 

Senator Douetass. No. 

The CuHarrmMan. Thank you very much. Weare delighted to have 
had you with us. 

We are honored at this time, ladies and gentlemen, to have the 
Senator from the State of Illinois with us, who has given study to 
this matter and will testify. We all know Senator Douglas, and at 
this time he will testify on the plan. Senator Douglas. 


‘STATEMENT OF HON. PAUL H. DOUGLAS, UNITED STATES SENATOR 


FROM THE STATE OF ILLINOIS 


Senator Doveras. Mr. Chairman and ladies and gentlemen, may I 
say, first, that I am not appearing here at my own suggestion, but 
at the request of the chairman of the committee. I know that Mem- 
bers of this House do not need advice from Members of the other 
Chamber. It isnot my purpose to thrust any such advice upon you. 

For nearly a year I have been fairly active as a member of the com- 
mittee which has been going into the affairs of the RFC. I shall 
testify solely from that point of view. 

This is a very important and very complex issue that we have 
betore us. 

I have formed the conclusion that there are defects in our private 
credit. structure which called for a type of loan facility in addition 
to that provided by private banks. 

In the first place, small business does find it difficult to get capital 
from local banks for long-term or intermediate capital investments. 

Banks are willing to make short-term loans, for the financing of 
inventories, but not long-term loans for investments in machinery, the 
purchase of plant, and so on. Therefore, small business is finding it 
difficult to take advantage of market needs. 

In the second place, new businesses find it difficult to get underway 
because being new businesses they do not have a previous record of 
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earnings which could be submitted to banks, and, therefore, they fre- 
quently cannot obtain loans even to finance working capital. 

While a third point may provoke dispute amongst the members of 
this committee, I have been examining the testimony before the Fed- 
eral courts in New York on the agreements between the investment 
banking houses. And while one should not express judgment before 
the court has given its opinion, a good deal of evidence indicates that 
the big investment houses have agreements of various types with each 
other to restrict the entrance of new businesses into large-scale indus- 
tries which are at present dominated by a few firms. Firms which are 
dominant in a good many capital-goods industries are so interlaced 
with the investment houses and the banks that the investment banking 
facilities of the country do not look with approval, in many cases, on 
financing competitors to existing business. 

So that there are very real defects in the private credit structure 
which seems to call for some action. 

On the other hand, when a Government body makes loans to one 
individual and denies loans to others, then it is put in the position of 
making individual loans, and not to the extent that it does not have 
general rules it opens itself to great difficulties. It is a job that has 
to be done with great acumen, intelligence, and restraint and complete 
incorruptibility. And any Government agency will necessarily be 
exposed to all kinds of influence, both legitimate : and illegitimate. 

So we have here a problem of trying to meet the needs which are not 
met by the private credit structure and at the same time trying to 
remove or at least lessen the abuses which in the past have almost 
necessarily arisen when a Government agency makes decisions in indi- 
vidual cases. 

Some months ago both Senator Fulbright and I formed the opinion 
it would be better to have a single Administrator in charge of the 
affairs of the RFC, rather than a Board. We canie to that decision 
for various reasons, two of which were the following: 

We believed that where responsibility is diffused, it is possible for 
members to excuse themselves for actions about which they are doubt- 
ful and which later turn out to be wrong. They excuse themselves 
on the ground that the decisions were made by others. Therefore the 
diffusion of the responsibility constitutes in a sense a divorcing of 
responsibility. 

Let me take one of the worst loans that the RFC has made, the so- 
called Tex-Mass loan. The loan went sour on the insurance com- 
panies in Massachusetts which originally financed the project, and 
there was quite a lot of pressure on Washington to bail out the two 
insurance companies as well as a bank or two around the country and 
the investment concern headed by the best Boston families, and some 
people down in Texas as well. 

Mr. Hourrrecp. I would like to direct a question at this time to the 
Senator. You are not indicating by your remarks that there have 
been occasions when private banking enterprisers have sought, let us 
say, to recover their own assets at the cost of the taxpayers ? 

Senator Dovetas. I am just saying that. 

Mr. Houtrrevp. Is that what you are saying? 

Senator Doveras. That is just what I am saying. This is not a 
unique procedure. 
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Mr. Houtrietp. That is one of the occasions when they do not mind 
the Government interfering with business. 

Senator Dovexas. I do not want to get into an ideological discus- 
sion, but I would say that the cto of losses is at times 
extremely popular. 

(Short pause. ) 

Senator Dove.as (continuing). Well, to come back tothe point. At 
the time of the Texmass loan, the Board consisted of four members. 
Two members voted for it; one member voted against, and the Chair- 
man refused to vote. It went through by a vote of 2 to 1, passed 
merely by a majority of the three members of the Board who chose to 
vote. The Chairman could have voted and stopped it; but, like Pilate, 
he washed his hands and divorced himself of responsibility for the 
loan, and the loan went through. 

The result is that. we have a case where the two who voted for it 
could always say, “Well, the Chairman did not oppose it.” I mention 
that merely as an illustration which has been borne out in other cases. 

Mr. Houirierp. That would come under the head of sins of omission 
rather than commission. 

Senator Dovucias. Yes; and ommissions are sometimes ever more 
deadly than commissions. Now, if we had a single Administrator 
he could not duck the decision. Furthermore, the white light of 
publicity would play fully on him constantly and he would have to 
give a reason for his action. The sort of inaction that occurred in 
the Texmass case would stop. 

So, the first reason for favoring a single Administrator was to create 
«a concentration of responsibility which would be an improvement 
as compared with the present set-up. Stating the second reason, | 
want to express myself delicately on this point so as not to reflect 
on any individual. We felt that to the extremely conscientious and 
able man this job requires it would be a much more attractive propo- 
sition to come to Washington as Administrator rather than as one 
of five Board members. 

Now, I do not want and do not intend to bruise the feelings of any 
present or past member of the RFC in this matter; but we are all 
acquainted with the difficulty the administration has had in getting 
able men down here, and it does not seem to be particularly attractive 
to a great many businessmen, of the type we need and want, to come 
down merely as a member of a five-man RFC Board. 

On the other hand, if there were an Administrator or even if he 
could come as Deputy Administrator, I think that would hold an in- 
ducement, and would have very real advantages in getting the type 
of men we want. 

As a result of all this, Senator Fulbright, Senator Tobey, and myself 
formed the opinion that it would be doing well to substitute a single 
Administrator with a deputy for the present Board. That is con- 
tained in the Fulbright bill, and a substitute provision in this con- 
nection is embodied in this present plan of reorganization which I 
favor. 

The Fulbright plan has other provisions which in my judgment 
should be adopted, such as the requirement that no member of the 
staff of the RFC should take a position with a private borrower 
within 2 years after leaving the RFC. As a matter of fact, this 
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matter of accepting private positions with borrowers is one of the 
scandals in the RFC. In the Waltham Watch Co. case Mr. 
Haggerty left the employ of the RFC and immediately showed up 
there with a big job. Then there was Texmass where there was a 
man named Freeze who was on the staff of the RFC and who immedi- 
ately upon the granting of the loan was given a $22,500 job with the 
Texmass Co. administering its affairs. He could not have been a 
very great success as far as Texmass was concerned because the 
company has recently been placed in receivership by the courts in 
Texas and the judge handed down the opinion that its affairs had 
been mismanaged by this man who had left the RFC to go with the 
company. 

That is merely one of the abuses that Senator Fulbright and the 
rest of-us are seeking to correct. I am happy to say that the Board 
under Mr. Harber’s direction, by administrative action, has set about 
curing this and other abuses which the investigation has revealed. I 
want to compliment Mr. Harber for the steps taken in this respect. 

However, we think it should not merely be left to the administra- 
tion of the agency but should be put under statute. There are certain 
other provisions we think should be crystallized by the statute law. 

So, even if this reorganization plan passes, I think there still would 
be need for revision of the basic legislation setting up the RFC, 
and I do not believe that the reorganization plan in any sense forestalls 
the need for such revision. 

Mr. Houirtevp. I want to say that if we pass H. R. 2560, which I 
have introduced, why, it will take care of this matter of people going 
from the RFC into industries which have received loans. That is 
part also of the Fulbright bill. 

Senator Dovetas. And I want to congratulate you on that measure. 
But, pursuing this undiplomatically, the Senate passed the bill last 
year, and the Board opposed it and through their opposition it was 
not passed. 

Mr. Burnsine. As a matter of public policy, something of that 
kind would be wise anyway in a democracy. 

Senator Dovetas. That is right. 

Mr. Burnsine. So that one does not have to find anybody guilty or 
to pass upon that question objectively. 

Senator Dovenas. I think it should be extended not merely to the 
RFC, but I am very frank to say that I think the SEC has perhaps 
even more abuses than the RFC. I know I am going beyond my 
assigned territory here, but I think it should be. The behavior of 
some of the former members of the SEC, I think, is a public scandal. 

Now, so much for this single Administrator. Now, on the question 
of the Loan Policy Board, I think that this is a very desirable feature 
for two reasons. First, it would furnish assurance that the various 
credit. agencies of the Government would not be going in different 
directions. You would not have one part of the Government follow- 
ing, say in a period of depression, an expansive policy and another 
part following a contracting policy; or that in a period of prosperity 
you would not find the RFC, for instance, following an expansive 
policy and some other agency of the Government following a constrie- 
tive policy. 

I think it is desirable, therefore, that there should be a committee to 
lay down the general policies. It would be a big help to the Adminis- 
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trator and something that might produce a greater degree of uni- 
formity of policy between the Government agencies. 

I had hoped.that the Chairman of the Federal Reserve Board would 
be designated as the fifth member of this Loan Policy Committee, so 
that the policies of the Federal Reserve Board could be tied in. Now, 
that omission may be due to the fact that the Federal Reserve Board is 
not under the Executive control but is responsible to the Congress. I 
will not go into that, but I would certainly not turn down the reorgani- 
zation plan because it does not include the Chairman of the Federal 
Reserve Board, though I would prefer to have the Chairman of the 
Federal Reserve Board as the fifth member, ex officio, because I think 
there is a very important tie-up of the general policies of the Federal 
Reserve Board with the policies of the RFC. I think that if the Fed- 
eral Reserve Board believes we should dampen down the extension 
of credit and pursue an open-market policy to reduce extension of 
credit and if the RFC is following its own expansion policy, then you 
have two branches of the Government contradicting each other’s 
policies. 

Regardless of whether or not the Chairman of the Federal Reserve 
Board should be on the Board, I think it is a big improvement to have 
a Board to determine the quantative amount of credit instead of giving 
a blank check to the Administrator. I also think such a Board would 
be very valuable qualitatively in cases such as, for example, the case of 
the Mapes Hotel in Reno, Nev., which has come up. 

Ti is well known that the major portion of the house net income of 
that Mapes Hotel stems from gambling, and this loan in helping them 
to expand their hotel facilities enabled them to compete more success- 
fully with other private hotels and gambling resorts. Now, what is 
the basis of justification for that loan ? } 

The act says the loan should be in the public interest. I do not want 
to open up old sores, but I asked the former Chairman of the Board 
what public interest was to be served by this loan, and he made a reply 
which sounds extraordinary; but since I believe it is in cold print, it 
was that, since as we all know, Reno is a very prominent divorce center, 
it was important that those who were there waiting for divorces should 
have adequate means of entertainment. [Laughter. | 

Mr. Horrman. He was advocating a policy of continuity; that if he 
was married he had a right to gamble. 

Senator Doveias. Well, at any rate, I might say to the ranking Re- 
publican member that I favor the welfare state to a limited degree, 
but I believe this is carrying the principle of the welfare state too far. 

Now, [ think that constitutes the type of decision which the Board 
intended to rush into because of various forces operating on it—which 
1 believe would not occur if they had a Policy Board. I cannot con- 
ceive of a Policy Board approving such a loan to a hotel as the Mapes 
Hotel in Reno one of whose primary functions is the furnishing of 
gambling facilities. There are other similar loans which will come 
up before our Senate investigating committee in public session, what. - 
T should not anticipate; in any case I would not favor the provision of 
loans to luxury entertainment or the like. 

In summary, this Policy Board would be very helpful in determin- 
ing policy or giving advice on the quantities of credit to be extended 
and the types of credit to be extended. Perhaps it could work out 
criteria for the definition of that very illusive phrase “in the public 
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interest,” which at present can be used to justify many loans which 
should not have been made. 

There is another feature of the act which I think is.very good. That 
is the provision for a Board of Review to act on indiv idua} applications 
in excess of $100,000 or on appeal. 

There is an existing Board of Review inside the Reconstruction 
Finance Board composed of the senior examiners. Our investigation 
shows this Board of Review. to be of very high quality and although 
I have been very critical of many activities of the RFC I want to pay 
2 compliment to that. Board. I de not know the name of a single 
member of this Board, but I will pay them a compliment on their 
record, 

Virtually every loan that has turned out sour or questionable 
has been a loan that was originally disapproved by the Board of 
Review and later approved by the Board of Directors. In fact, I some- 
times think it would be better to dismiss the whole Board of Directors 
and allow the Board of Review to be the Board of the Reconstruction 
Finance Corporation. Those are harsh words but 

Mr. Horrman. May I ask you. If that were done, then perhaps 
the pressures now on the Board of Directors of the Corporation would 
be on that Board of Review. Is that not right? 

Senator Dovexas. I think that is true. 

Mr. Horrman. So then, if you got rid of the Board of Directors, 
those pressures would come upon the Administrator. 

Senator Doveias. Of course, you cannot avoid pressures. But you 

can reduce those pressures. Also, with a single Administrator, al- 
though you would find pressures upon him, still it is possible to put 
such a white light of publicity on that Administrator that his internal 
fortitude will be increased. 

Mr. Horrman. I feel, if you will pardon me, that while I agree with 
you that an Administrator would take the responsibility, still it is my 
thought that, if you had this Policy Board and did not give the Ad- 
ministrator any veto power over that, then you 

Senator Doveras. Of course, he will be himself one of the five. 

Mr. Horrman. But only one out of five. 

Senator Doveias. The Deputy Administrator will be another; so 
he will be a strong influence. Besides, I do not know that we want 
to set him up as a czar. 

Mr. Horrman. Off the record. 

(Discussion off the record.) 

Mr. Horrman. I wish you had said that for the record now. 

Senator Doveias. What you said may be so; but, of course, the Sec- 
retary of the Treasury and the Secretary of Commerce are such busy 
people they have to operate through deputies. 

Mr. Horrman. But I am just afraid they might not reach down 
deep enough to get the right person for deputy. 

Mr. Houirterp. But is it not true they still retain the responsibility 
for the men they pick? 

Senator Dovetas. That is right. 

Mr. Ho.trrevp. And that is a fixed responsibility which is not obvi- 
ated by appointing some person to represent him on the board. 

Mr. Horrman. Legally and as a matter of theory that may be so; 
but, practically, no. 

Mr. Hoxtrtexp. I do not know that I agree. 
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Senator Dovetas. When I said “influence,” there is legitimate in- 
fluence and illegitimate influence and there is a-very nice line between 
them. Just where isthisline? Itisa 

Mr. Horrman. Those letters that the President received would de- 
termine that line. 

Senator Doveias. What? 

Mr. Horrman. I said the letter that the President had received 
about Senators might aid in determining that line. 

Senator Dovetas. That is right. As a matter of fact, this morning 
I started to work out for my own guidance some standards we should 
follow. 

Mr. Horrman. We would appreciate it if you would send that to 
us, too. 

Senator Dovetas. Oh, no; you do not need them. 

Mr. Houtrtetp. Of course, that influence is legitimate. 

Senator Dovetas. No; in some cases it may not be. 

The Cuamman. Off the record. 

(Discussion off the record.) 

The CuatrmMan. Then, Senator, is it your belief that this plan is 
an improvement ? 

Senator Dovetas. Y es, very decidedly, sir; and I may say there is 
another provision that is excellent. It provides that when the Ad- 
ministrator turns down the recommendations of the Board of Review 
he must justify his position in writing. Had that been done in the 
past, a number of these loans would not have been made because the 
decision of the directors to overrule the Review Board could not 
in my judgment have stood up when put in print; that is, nobody 
would really have dared to sign his name in some cases to a state- 
ment as to why the recommendations of the Board of Review had 
been refused. 

I understand also that this has been put in effect by administrative 
ruling of the present RFC Board. Is that true, Mr. Harber? 

Mr. Harper. That is correct. 

Senator Doveras. I think that is another case where a congres- 
sional committee has aided a Government agency to take an action 
which in my opinion should have been taken earlier. 

The Cuarrman. And we can supplement the plan by any legisla- 
tion we see fit. 

Senator Dovetas. That is right. 

Mr. Burnsipr. They have the $100,000 rule now administratively ; 
is that correct ? 

Mr. Harser. They can make up to $100,000 now. 

Mr. Burnsiwr. But the point is that it is made administratively ; 
and it is now provided by the reorganization plan, which would have 
the force of law. 

Mr. Harper. I am sorry, I did not not get that, sir. 

Mr. Burnsing. I say the reorganization plan has that effect and 
if adopted it has the force of law. That is correct ; is it not ? 

Mr. Harper. I believe so. 

Mr. McCormack. Under the 1949 plan the organization cannot 
create any statutory function ; you can do things administratively, 
but this has the force of law in creating a new function by law. 

Now, what legal question arises, I would like to know. I would 
like to get—— 
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Mr. Lannam. What is. your point? 

Mr. McCormack. I want this gentleman’s reaction. We have 
a very practical legal question involved. You can make it $200,000 
or $500,000 administratively. Whether that is wise to do or not is a 
different matter administratively under existing law; that is one 
thing. But you have this reorganization statute that says you cannot 
change your functions; am I correct? 

Mr. Dovanerry. May I express a thought there? I am James 
Dougherty, general counsel of the RFC. I would like to respond to 
that. 

Mr. McCormack. All right. 

Mr. Doveuerry. I do not believe it creates a new function; it 
merely formalizes a peice e already in existence in the RFC. 

Mr. McCormack. Well, I know, but then it does formalize it, as you 
say, so it could not be done administratively, and it has the force of 
law. 

Mr. Dovenerry. But it makes no changes to what presently exists. 

Mr. McCormack. I know, but you recognize a difference between 
administrative action and statutory action; do you not ¢ 

Mr. Dovueuerry. Certainly. 

Mr. McCormack. And I am just inquiring now into the questions 
that arise in case anything might develop later on. Have you ad- 
dressed yourself to that particular question ¢ 

Mr. Doveuertry. You mean the answer I just gave you? 

Mr. McCormack. Have you given any consideration to the legal 
questions involved ¢ 

Mr. Dovcuerry. Well, not very serious consideration, sir. 

Mr. McCormack. Well, I have a great respect for your opinion. I 
think with your knowledge and bac ‘keround and experience any opin- 
ion you might express now would go a long way with me. You notice 
I am complimenting you—which I intend to do. 

Mr. Doucuerry. Thank you. 

(Discussion off the record. ) 

Mr. Lanuam. This is on the record, this question: Which is whether 
or not you and Senator Fulbright or the committee was consulted by 
the executive department in the preparation of the plan. 

Senator Doveias. Yes; we helped to frame it. 

Mr. McCormack. I may observe on this question of responsibility 
and the power that goes with responsibility, and whether a man should 
have less or more of it, we know that in a democracy we have safe- 
guards against power. On the other hand, whether the power is there 
or not, we know that it boils down to the individual and the manner 
in which he performs the trust that is given him. That determines 
whether he will forget and exercise more power personally than some 
other person may. 

But apart from that and with respect to the present situation—and 
I would be very much influenced and I think I know what your answer 
shall be, but I would like the record to show definitely I asked the 
question in the light of the present situation and the recognition that 
some kind of a change must take place. without convicting anybody or 
indicting anybody ; but we just recognize that under the circumstances 
some kind of a change must take place. Now, is it the opinion of 
Senator Fulbright and the committee or subcommittee, yourself and 
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Senator Tobey that you referred to, or any other members of the 
committee or subcommittee that may have conferred with those three, 
that this particular reorganization plan, in view of the fact that we 
cannot offer amendments to it, represents about the best thing that 
the three of you can think of that could be done? ; 

- Senator Doveuas. I certainly can speak for myself and I believe 
that it is the opinion of Senator Fulbright and Senator Tobey— 
though I did not consult them before I came over. 1 am going to say 
a very injudicious thing now when I say I think it also has short-run 
advantages. 

Mr. McCormack. But you think it is the best plan under the circum- 
stances, is my question. 

Senator Doveras. I think it is the best way of cleaning up the 
situation. 

Mr. McCormack. Thank you. 

Mr. Horrman. Am I correct in assuming that you mean, Senator, 
that the Fulbright bill was broader and perhaps contains features 
that we should have? 

Senator Dovenas. I think so; yes. 

Mr. Horrman. This plan, then, is a piecemeal job? 

Senator Dovenas. No; I would not say ,that. It enables a clean 
start to be made at the top level. In the long run, as well as having 
short-run advantages, the organizational structure proposed by the 
bill under consideration is, I think, about as good as we can get; and 
any further details can be handled in separate legislation. This plan 
is not contradictory to anything Senator Fulbright has in mind. 

Mr. Horrman. [ understood your statement to be that the provisions 
in here would be carried out in the Fulbright bill. 

Senator Dovetas. If this plan goes into effect these particular sec- 
tions of the Fulbright bill can be omitted and we can revise the Ful- 
bright bill or any similar bill or make such changes as you wish to 
make, in order to build it around the structure of this reorganization 
plan. 

Mr. Horrman. But in addition to the changes which you approve 
and which are in this plan the Fulbright bill contains other provisions. 

Senator Dovetas. That is right. 

Mr. Horrman. Which you think should be enacted in law. 

Senator Doveuas. That is right. 

Mr. Horrman. Then what is the difficulty or what is the objection, 
rather, to just putting the Fulbright bill through at this time instead 
of this? 

Senator Doveas. Well, that is sometimes difficult. 

Mr. Horrman. You mean the procedure of the Senate ? 

Senator Dovctas. Well, we are guilty, that is true. 

Mr. Horrman. I did not mean it as being critical. 

Senator Dovetas. We are sometimes wrong. I am a legislative 
novitiate and you are a legislative veteran, but I know something of 
the difficulties in getting any measure through. 

Mr. Horrman. Now, off. the record. 

(Discussion off the record.) 

Mr. Horrman. But you do say it would be better done by putting 
the Fulbright bill through instead of adopting this? 
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Senator Dovetas. Well, no; I would prefer to have the reorganiza- 
tion plan approved and for us then to pass supplementary legislation. 
It would be the first of two steps. 

Mr. Horrman. Well, it woeld seem to me to be taking two bites out 
ofapie. You are putting it differently ; you say it is taking two steps. 
fae might be at a higher level, but it boils down to about the same 
thing. 

Senator Doveras. Well, if you have got a big pie, it is better to take 
two bites than try to swallow it all at one time. [Laughter.] 

Mr. Horrman. With the digestive capacity of the Congress, I don’t 
think that would be necessary. [Laughter. ] 

Mr. Burnsive. As a matter of fact, Senator, having in mind the 
Reorganization Plan of 1949 and that no function can be changed in 
the reorganization plan, two bites are necessary. In other words, you 
could not include in the reorganization plan change of function, as 
I understand it. 

Senator Dovetas. That is correct. 

Mr. Burnsiwe. Is that correct, Mr. Dougherty ? 

Mr. Doveuerrty. That is correct. 

Mr. Burnsine. So that in a sense, and if that is true, then the other 
things you suggested would of necessity have to be considered 
separately. 

Senator Dovetas. I have said very harsh things about RFC; but 
I want to congratulate Mr. Harber on some of the changes he has made, 


as for example, the requirement about persons not taking appointments 
with RFC borrowers for 2 years after leaving RFC, and the require- 
ment that the Board must give written reasons for reversing the Board 


of Review. 

Another provision of the Fulbright bill that is very important is 
that people who deal with RFC should be registered and any delegates 
they may have must have a letter indicating who they are. Those are 
very healthy changes. 

(Discussion off the record.) 

Mr. Howtrtetp. Supplementing what the majority leader said [ 
would say that there are several things in the Fulbright bill which I 
am heartily in favor of but I believe that under the Reorganization 
Act of 1949 it would be impossible to include them in a plan. 

They must be passed by regular statutory processes and I hope 
those steps will be taken after this plan is adopted. 

Mr. HorrMan. Just as a follow-up to what Mr. Holifield has just 
said, as to the provisions in the Fulbright bill you suggested you and 
the Senator were consulted in drawing up this reorganization plan. 

Senator Doveras. Yes. We commited Mr. Murphy on the White 
House staff, on this structure; and we recognized there would have to 
be supplemental legislation. We refused to sidetrack the Fulbright 
bill and we neither were asked nor made any promises about hearings. 
It was understood the work would go on regardless of this reorgani- 
zation plan. 

Mr. Horrman. You made no suggestions. 

Senator Dovetas. There was no “deal.” [Laughter.] And I will 
say, in all fairness, no “deal” was suggested. 

The Cuamman. Mr. Lanham, any questions? 
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' Mr. Lannam. No questions. I would like to commend the Sena- 
tor for his splendid statement; and I admire him for his work in the 
Senate generally. 

The (eemmabia I would like to confirm what Mr. Lanham said. I 
personally appreciate your coming over. Are there any other 
questions ¢ 

Mr. Meaper. Well, I cannot deny myself the temptation to cross- 
examine my former boss. [Laughter.] Was any consideration given 
to the type of plan adopted with respect to the Federal Trade Com- 
mission where the Board remained as a board but the administrative 
powers were vested in the Chairman ? 

Senator Dovenas. I do not think so. 

Mr. Mraper. Do you have any comment on that, as to the desira- 
bility of that particular method of reorganization as compared with 
this single Administrator ? 

Senator Doveras. Well, you could argue both ways. May we go 
off the record ? 

The Cuatrman. Off the record. 

(Discussion off the record.) 

The Cuairman. Any other questions? 

Senator, we certainly have been very fortunate to have you with 
us and as a Member from Illinois, we are very proud for the wisdom 
and background that you have given to this matter before the com- 
mittee. I knew you had given much study to it and I invited you 
because I knew you would bring to this committee the type of infor- 
mation you have brought. We are happy indeed to have you with us. 

I will say that I have sent letters to every Member of the House 
notifying them of these hearings and inviting them to appear as 
witnesses or to ask questions of the witnesses if they wished. 

Senator Dovetas. Thank you for the privilege of appearing. 

The Cratrman. Now, the question has been raised as to whether 
we will take lunch at this time or proceed with the other witnesses. 
Off the record. 

(Discussion off the record. ) 

The Cuarrman. Then we will hear from Mr. Cosgriff of the RFC 
Board. 


STATEMENT OF WALTER COSGRIFF, MEMBER OF THE BOARD, 
RECONSTRUCTION FINANCE CORPORATION 


The Cuatrman. Mr. Cosgriff, we have invited you to come and tes- 
tify here, and we are happy you have. Do you have a prepared 
statement ? 

Mr. Coserirr. Yes. 

The CuatrMan. At this time we will listen to your presentation. 

Mr. Coserirr. I have been asked by Chairman Harber to comment 
on Reorganization Plan No. 1 of 1951 recently submitted to the 
Congress. 

As a practical matter, I think the proposal is a good one and merits 
favorable action. The fundamental question as to whether an organi- 
zation functions better under a board or a single administrator is one 
which can probably never be satisfactorily answered. It depends on 





32 REORGANIZATION PLAN NO. 1 OF 1951 


which board is in question and whether that board is good or bad and 
which administrator is under consideration and whether he is good 
or bad. 

There are some very successful operations in our Government under 
a single administrator such as the Farm Credit Administration and 
the Rural Electrification Administration. There are also some very 
excellent operations supervised by a board such as the Federal Reserve 
System and the Federal Deposit Insurance Corporation. Many argu- 
ments could be advanced to support either position and, as I previously 
stated, I doubt that the problem can ever be solved to the complete 
and final satisfaction of all concerned. 

My reason for supporting Reorganization Plan No. 1 is, primarily, 
a practical one. The Reconstruction Finance Corporation has lately 
taken so much abuse, much of which is unjustified, in the press and 
through other mediums of public information that the morale of the 
organization’s employees and, hence, their working efficiency has been 
seriously impaired. Many of our most capable employees have re- 
signed or announced their intention of doing so. It 1s difficult, if not 
impossible, to get others to take their places because of the unfavorable 
publicity we have received. At this time it is necessary above all to 
insure a period of tranquility to the Reconstruction Finance Corpora- 
tion to allow it to stabilize itself and go forward with its operations 
in order to restore a reasonable degree of public confidence. 

It seems to me that if Reorganization Plan No. 1 is adopted a sufli- 
cient “breathing spell” for the Reconstruction Finance Corporation 
will be afforded which, I repeat, is most desirable at the present. Ido 
not know of any other method other than the acceptance of this pro- 
posal which can insure this much needed breathing spell. It is for 
this practical reason, primarily, that I am in favor of the plan al- 
though I realize that changing the organizational structure as such 
will not be the solution to every problem presently or potentially fac- 
ing the Corporation. 

The Cuairman. Mr. Holifield ? 

Mr. Hourrretp. No questions. 

The Cuatrman. Mr. Hoffman? Mr. Riehlman ? 

Mr. Rreuitman. | want to ask just this one question of Mr. Cosgriff. 
In the last paragraph of your statement you have in two sentences 
used the phrase “breathing spell.” Do you wish to say by that that 
after the criticism of the Reconstruction Finance Corporation is over 
you would want to go back to the previous arrangement of the board; 
that is, the one we now have? 

Mr. Coscrirr. Well, as a practical matter that would be impossible. 
I am convinced the investigation will continue almost indefinitely until 
this program is adopted and then after that I can visualize another 
long cat-and-dog fight over confirmation of five different members, 
which might conceivably go on almost indefinitely, too. 

Now, all the time our organization is deteriorating, and there is no 
possibility of operating at or anywhere near a measure of efficiency. 
For my own part, I had thought that when the new board came in, 
they would leave us alone—but apparently I was mistaken, 

Mr. Rreutman. Well, you are not opposing this plan ? 

Mr. Coserirr. No; I am for the plan. 
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Mr. Rrenuman. You are for the plan; and you feel that if Reorgani- 
zation Plan No. 1 is adopted that after this breathing spell the criti- 
cisms will die down and that the board will be able to function. 

Mr. Cosertrr. With a one-man administrator ? 

Mr. Rrenuman. With a one-man administrator, it will be able to 
function properly ? 

Mr. Coscrirr. I would think that ; that would be what I would hope; 
yes, sir. 

Mr. Rreui_man. No further questions. 

The Cuarrman. Mrs. Harden? 

Mrs. Harpen. You said you were for the plan? 

Mr. Coserirr. For the plan. 

Mrs. Harpen. I wonder if you could tell us where the plan 
originated. 

Mr. Cosertrr. Well, as to that, I do not know. Of course, a great 
deal of the plan I think, as Senator Douglas has said, was merely an 
embodiment, you might say, of the Fulbright bill with certain retine- 
ments attached to it one way or another. Mr. Harber and I were con- 
sulted as the plan neared maturity and we did make a couple of cor- 
rections and changes which were looked on favorably. 

Mrs. Harpen. You were consulted, then. 

Mr. Coserirr. Yes. 

Mrs. Harpen. Thank you. 

The Crarrman. Mr. Brownson. 

Mr. Brownson. I would just like to ask Mr. Cosgriff to give his 
general background, as we asked Mr. Harber, just to give us an idea 
of his experience 

Mr. Coserirr. My background is primarily that of a banker. I had 
an official position with a bank as a responsible officer before I was 
21 years old. I have been president of at least 10 different banks at 
one time or another and an executive officer in 20 more; and, unlike 
Mr. Harber, in the 17 or 18 years of my active business life I have 
always been in the banking business. Mr. Harber testified that he 
had quite a background in ‘oil, but my money and whatever position 
I may have, why, it was all or nearly all made in the banking business. 
I have never done extensive work in any other line except as it per- 
tained to the banking business. I oper ated in seven or eight different 
States and in all different types of banks, with some that had only 
about. $100,000 or $150,000 in deposits up to one which had over 
$60,000,000 in deposits, which I was president of when I resigned to 

take this job—which I think argues very eloquently for the fact that 
I am not very intelligent [laughter]. 

Mr. Brownson. Well, on the basis of that banking background and 
in light of the fact that the Reconstruction Finance Corporation was 
a depression child, what would you like to say here about the necessity 
for the Reconstruction Finance Corpor ation today, just briefly ? 

Mr. Coserirr. Well, here is my position, briefly. Your question 
involves commercial banking of today. Now, contrary to what is 
generally believed, or what is s ordinarily assumed, there are less-banks 
today functioning in the U nited States than there were back in 1940, 
1930, 1920. It is the sole major activity that I know of where the 
number of companies is contracting rather than expanding. Even 
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in the automobile business you have got a valuable addition there in 
Kaiser-Frazer, which you have heard of in considerable amount. But 
the number of banks is contracting and has been contracting. 

Now, at the same time, the deposits in those banks have expanded 
tremendously as the result of war, inflation, and so forth and so on. 
I do not have to go into that. The average bank in the United States 
has over 1933 about 457 percent of the deposits it had at that time. 
In other words, those deposits have gone up 41% times on the average, 
— the number of banks has not increased—in fact, it has decreased, 
as I say. 

Now, then, at the same time, the Government has put before those 
banks a very excellent way of making a living, in that they have 
released this huge number of Government bonds which yield 2 per- 
cent more or less, as the case may be. Then there are also a number 
of guaranteed loans, FHA, and so forth and so on, which loans are 
guaranteed by the Government. 

So, the deposits in the banks have increased, which meant that the 
money they had to work with has increased, while their expenses while 
they increased slightly did not increase any 450 percent. And they 
had, with all this money, confronting them this chance of working 
with a fine, safe investment in which they could put this money, with 
no chance of being criticised by any bank examiner, no bank examiner 
could criticise that; and in short it was a situation where the banker, 
as long as he could work his thumb and forefinger to clip coupons, he 
was a great banker and had an easy and profitable time of it. 

In the old days the banker had to make a living, and they had to 
make that living from making loans and if he did not make loans he 
would starve. That is not the case at the present time. Out of his 
portfolio went the most undesirable loans, that is the long-term loans 
based on fixed assets, on machinery and so forth and so on, and those 
were the loans the banker did not want any longer to make, since he 
could invest it in safe Government bonds instead, so out went these 
others. Now, they were the loans which provide the growing back- 
ground of this country. Nevertheless, they cannot be paid for on a 
short-term basis. The banks have gone primarily in for a short-term 
type of investment backed up in one form or another by current assets. 
And now that type of loan that is based on fixed assets, machinery and 
so forth and so on, is unavailable to the average small-business man 
at this time except through the RFC. If he could ever become big 
enough he could interest the insurance companies, or something like 
that; but for a small-business man that you can readily see is abso- 
Jutely impractical. 

So, at the present time all he can turn to for that particular type of 
loan is the RFC. There are other possible ways of correcting that 
situation; but the most practical one I think is by some organization 
like the RFC. We might have to change the name. That might help 
restore prestige a little bit. But the principle seems to me very clearly 
defined. 

If because of circumstances outside of the direct jurisdiction the 
banks are no longer compelled to make these loans to make a living 
then either the loans will not be made or some medium must be pro- 
vided to make them. 

Mr. Burnswe. And of course you cannot compel them by law to 
make a loan they did not want to make. 
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Mr. Coserirr. No; I do not see how they could. 

Mr. Burnswwe. In evaluating your thought, you say that the con- 
tinuance of the RFC from a practical angle is necessary because of the 
banks to give the credit that ordinarily falls within the realm of bank- 
ing activity. 

r. Coscrirr. As a banker I would say so. There is that void in 
the picture. 
r. Burnsiwe. I say that in no critical sense. 

Mr. Coserirr. Well, I plead guilty to it; and I am a commercial 
banker. There are a few, very ee le that are still working and 
recognizing a certain amount of responsibility in that matter. But 
this Government bond business makes it too easy for them. 

Mr. Burnsive. And it has ranged down through the banks to such an 
extent as to create a problem. 

Mr. Cosertrr. That is absolutely true, in my opinion. 

Mr. Burnsipe. One more question. You mentioned loans to big 
companies by the insurance companies. To what extent—is that in- 
creasing now? 

Mr. Coserirr. For big companies, probably yes. 

Mr. Burnsive. Well, is that not a taking over of banking activities? 

Mr. Coserirr. Well, it is taking over that long-term credit. You 
might conceivably get credit from an insurance company, there have 
been instances and several of them where I know they were borrowing 
5-year money or something like that; but nearly ali—in fact, I would 
say all—will deal in firms with millions of dollars’ worth of assets. 
And they will not help the little-business man because his individual 
problem is not such that the insurance company can feel it can take 
the time to investigate and go through the motions. 

Mr. Burnsipr. Well, sometime in the future—when I do not know— 
what problem is that going to present to the bank ? 

Mr. Coserirr. Of course, I am very much afraid personally that if 
the banks do not develop or feel a sense of public responsibility in 
making these loans that in some way that we cannot quite understand 
they are going to be injured—maybe taken over, maybe socialized. I 
do not know. 

Mr. Karsten. You mean further socialized, do you not? 

Mr. Cosertrr. Yes. There are other things that might happen. 
Conceivably by legislative law they would have to invest 30 or 40 per- 
cent of their investments in Government bonds on which they were 
to receive no interest, and then that might force them back into the 
loaning of money. I do not know. 

But if every bank set aside say 10 percent or even just 5 percent of 
its assets to make the so-called term loans on fixed assets, like ma- 
chinery, equipment, expansion of plant, and real estate, and so forth, 
and so on, the problem would be solved—but they will not do it. 

Just the other day we had a banker from an important Midwest 
town in, urging us to make a housing loan to house some Air Force 
personnel out in his section of the country. He pleaded eloquently 
that the loan was a good loan. He was chairman of the loan advisory 
committee that we had in the city and had voted for the loan. I said, 
“Will you participate ?” He said, “No.” I asked, “Your bank won’t 
loan money? “No.” “Why not?” “Why should we? It is not our 
policy to make a long-term loan.” 

Mr. Burnsipe. Off the record. 
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(Discussion off the record.) 

Mr. Brownson. To paraphrase what the majority leader said here, 
is it a fair statement to say that the Government having interfered 
with the normal equilibrium and balance of the banking business by 
our Government bond policy, now finds that in order to keep the 
thing going and provide incentive capital for small business they 
must interfere further through the RFC? 

In other words, in your statement you said that the primary thing 
that originally made the bankers fat and lazy was these Government 
bonds which made it easy to get revenue without risk. So, is this an- 
other example of unbalancing, once you unbalance you stay unbal- 
anced ¢ 

Mr. McCormack. Off the record. 

(Discussion off the record.) 

Mr. Coserirr. The general aspect of the question is probably true. 
But the enormous debt was brought about by war. Four-fifths of the 
Government debt today is traceable to war. Now, war is in effect a 
national disaster, as I see it, like flood or famine or something of that 
nature. 

When the war came and we had to pay for it, it created huge masses 
of deposits—in short, it created inflation, and it also created huge 
masses of Government bonds. So the banks offset one against the 
other. 

Mr. Hottrtexp. Is this not true, that this goes back to the old basic 
Jackson-Hamilton controversy as to whether the Government should 
extend its own credit for operation or whether it should pay interest 
to the private bankers for it. 

Mr. Cosertrr. I would say that is true. 

Mr. Houtrrevp. In other words, every dollar that goes into circula- 
tion has to be borrowed and interest has to be paid to the private 
banker even though it is the Government’s bond which backs up the 
extension of credit. 

Mr. Cosertrr. That is correct. If you could abolish the national 
debt by law or otherwise and if you could prevent that bond from 
getting back to the banks then they would have to resume their func- 
tion of making loans if they wanted to make a living: 

Mr. Hottrrevp. If instead of paying the banker interest for his sig- 
nature on the note we put the signature of the Treasury on the bond, 
that might be a way of solving it. 

Mr. Coserirr. We would have solved that particular problem of 
compelling the banks to loan money; but, of course, that might create 
other problems. 

Mr. Hottrteip. Of course it is not so much compulsion, they are 
very willing to receive the bonds. 

Mr. Cosertrr. I agree with you, there is no question about the fact 
that the average banker, being human, would rather clip coupons; 
also that the average bank examiner would rather count bonds than 
examine into loans. 

Mr. Ho.iriep. In addition, the banker does not want any risk if 
he can get out of it. 

Mr. Horrman. I have a question, Mr. Holifield. If a humanitarian 
Congress is going in the business of putting out all kinds of currency, 
what would be the limit? 

Mr. Horirtetp. What is the limit now? 
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Mr. Horrman. I am asking you. 

Now, in the last paragraph of your statement, Mr. Cosgriff, you say 
a oe needs a heats spell. Would you mind telling briefly 
Ww 

Mr. CoserirF. Because as I pointed out, the morale of the organiza- 
tion is breaking down, the people are quitting, and so on and so forth. 
Now, I was told and led to believe when I came here to be a member 
of the board that we would have a chance to reorganize the thing— 
now, you heard Senator Douglas compliment Mr. Harber for this 
that had been done and that that had been done and something else 
that had been done—but the investigations and unfavorable publicity 
have continued just the same. 

Mr. Horrman. A further question. Your statements say that while 
you are “in favor of the plan although I realize that changing the 
organizational structure as such will not be the solution to every prob- 
Jem presently or potentially facing the Corporation.” Have you in 
mind some of the provisions of the Fulbright proposed legislation ? 

Mr. Coserirr. That would certainly help out, yes. 

Mr. Horrman. So if we took the Fulbright plan right now we would 
be better off than if we took this one? 

Mr. Coserirrr. My argument would be the same as Senator Douglas’, 
that as a practical matter it would mean a long delay before the pas- 
sage of the Fulbright bill, but this can go through almost immediately. 
It would take the rest of the session, 6 months, to pass the Fulbright 
bill, whereas this can go through in 60 days. Now, that is just the 
difference, and we will not have to contend with the employees quitting 
and with the inability to get anybody else to work for us, and having 
our people sitting around listening to these investigations rather than 
doing their work. Three of our directors—one is ill—the other two 
are required almost constantly to be up on Capitol Hill. It is very 
difficult even to hold directors’ meetings. 

Mr. Horrman. Why should not the Congress take the better of 
the two? 

Mr. Coserirr. It is a time element. 

Mr. Horrman. Maybe it would be helpful from a legislative stand- 
oint if you would tell us how to remedy a situation where you and 
enator Douglas say, “This is the better one, but we will take this one, 

which is not so good.” Why are we forced into that situation ? 

Mr. Cosertrr. Well, I do not know. It is simply the reason why it 
takes 6 months to pass. 

Mr. Horrman. Well, is it a lack of inclination to do the job? 

Mr. Cosertrr. Well 

Mr. Horrman. I would like a frank answer. 

Mr. Coserirr. I think, Congressman, any member around the table 
would be better qualified to answer that than I. [Laughter.] 

Mr. Curtis. I want to get the implication straight that I get from 
your statement, Mr. Cosgriff. Disregarding the time in which this 
reorganization matter is presented—— 

The Cuarrman. Off the record. 

(Discussion off the record. ) 

Mr. Curtis. I was trying to get the implication of his statement. I 
may have been reading a conclusion in there that is not justified, and 
I would like to clear it up. But, disregarding the time in which the 
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reorganization plan is being presented do you think this reorganiza- 
tion plan itself, the one we now have, is an improvement ? 

Mr. Cosertrr. An improvement over what exists now ? 

Mr. Curtis. Yes. 

Mr. Cosertrr. Well, as I pointed out in the second paragraph of 
my statement there, as I see it you cannot in the end settle any ques- 
tion by simply changing it from a board to an administrator or 
back again. There are good boards and there are good administrators. 

Mr. Curtis. I agree. 

Mr. Coserirr. There are arguments on both sides. But as a prac- 
tical matter, why, here is an excellent way to restore prestige, morale, 
internal working efficiency, and so forth and so on. So, I am for it. 
It is as simple as that. 

Mr. Curtis. Wait a second; then I think my implication is right. 
I think that you do not believe that this reorganization that has been 
presented to us is actually a better way to run the affairs of the RFC. 
It is principally because of the situation of the times and the morale 
factor and the practical end of it—that is the only reason you think 
this plan should be adopted. Am I wrong there ¢ 

Mr. Coserirr. Well, I think that the final answer to that question 
could not be decided until you found out who the administrator is 
going to be. In other words, if you could get an excellent administra- 
tor, then certainly this is a real advantage. Now, if you‘are going to 
get a very poor one, why, then I think you will accomplish very little. 

Mr. Curtis. We are talking about structure. Disregarding, of 
course, the personal features, and of course we really cannot, but dis- 
regarding it nevertheless from the standpoint of the organization it- 
self, you are not satisfied that this proposed plan is any better than 
what we have now, provided we have the people to run it, or as 
Mr. Harber said in his statement: 

The character, ability, toughness, and determination of the men who operate 
an agency are of great importance and in my estimation decisive. 

Mr. Coserirr. In the way you have stated the question, the answer 
to it is “ves.” In other words, the plan itself—I have not really made 
up my mind; that is, as to the theoretical plan. 

Mr, Curtis. That is what I meant. 

Mr. Coserirr. Now, there are two outstanding arguments I can 
see, one way or another. One would be Senator Douglas’ argument 
that you might get a better man to come down as an administrator 
than you could get as a director. That would be an important point. 
But then there is the counter argument.to that, which is that in a 
board you have a chance to get different sections of the country 
represented. Anyone is going to tend to be partial toward his own 
section, if only merely because he understands it. For example, I 
understand the mining and stockraising of my own locality and, on 
the other hand, I do not know very much about the oil business in 
Mr. Harber’s locality. Now, on a board you can get different sections 
of the country represented. In the time of Jesse Jones, he was an 
Administrator and an excellent Administrator, but I do not think 
anybody will say that Texas did not come out very well as com- 
pared with Pennsylvania or Michigan. [Laughter.] Now, that is 
the argument on the other side. 
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Now, taking your question in the way you put it, as a theoretical 
matter, I have not made up my mind. ‘But, as a practical matter of 
saving the efficiency of the RFC, I am 100 percent for the plan. 

Mr. Curtis. Thank you. 

The Cuatrman, Mr. Bush. 

Mr. Busu. You are convinced today that because of the conditions 
in the RFC there needs to be a plan ? 

Mr. Coserirr. I think that is a fair way of stating it. 

Mr. Busu. That is all. 

Mr. Burnsine. Has RFC expanded the number of small-business 
men’s loans? 

Mr. Coserirr. No question about that. Nine out of ten of the loans 
we make are under $100,000. I think Mr. Harber compiled some 
statistics on that. We have made since RFC started 600,000 loans. 
Now, following through on that 600,000 9 out of 10 were loans of 
$100,000 or less, so that would be 550,000 small businesses that have 
been aided by an RFC loan. 

Now, considering the loss record, which is less than 1 percent—and 
from the hearings “and from what somebody might get from reading 
the papers you would think we make nothing but bad loans at all: 
but in actual practice the losses both in modern times and otherwise 
have been only about 1 percent, which is an excellent average consid- 
ering you are dealing with a longer-term type of margin loan. I feel 
that if you keep your losses down to 1 percent in the banking business 
or otherwise, that vou are doing very well. 

Mr. Burnswe. One other question. Hasthe RFC raised the interest 
rate ¢ 

Mr. CoscrirF. Yes; to 5 percent. There are two reasons for that. 
One is that interest rates all over the country are rising. You are 
probably aware that most of the New York banks have substantially 
raised their rates in the immediate past. Secondly, the Corporation 
was confronted with a situation where the comptroller told us by July 
1 of this year we would be operating if we continued the way we were 
when the present board came in, at a $9,000,000 a year loss. Most of 
that was occasioned when what was known as Fannie May was taken 
away from us. Also, the $90,000,000 loan to Kaiser Steel being paid 
off deprived us of interest of between 5 or 4 million dollars a year 
income. So the board set out to remedy that and put in effect a cut 
in the budget. We are the one Government agency as far as I know 
that put into effect and succeeding in maintaining a substantial re- 
duction in expenses. We put in a saving of $5 5,000,000 a year, which 
was between 20 and 25 percent cut in the bedget-csbrut, of course, that 
still did not make up the $9,000,000 a year lost.. 

So, we raised the interest rates and put in fees and, too, other steps 
to increase the efficiency so we could maintain a black operating. 
And considering the trouble we had putting in the cut and sustaining 
it against the pressures brought I sometimes cannot help but wonder 
how the Board could be so weak and still do that. 

Mr. Burnsipe. I was going to ask if the RFC had made any savings. 
Your answer is, “Yes.” 

Mr. Coserirr. Very materially. As a private banker I am not yet 
entirely satisfied we have scraped the bottom of the barrel, and I think 
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there are other things that can be done, but comparing it as a govern- 
mental operation I think we are reasonably efficient, and whoever takes 
over should get the benefit of the savings we have made. 

Mr. McCormack. Mr. Cosgriff, I have been very much interested in 
your answers to some of the questions. I think one of the other mem- 
bers asked or you stated that the insurance companies, because of their 
tremendous increase in underwriting and premiums, are putting their 
investments into use which they have to do to meet their potential 
liabilities in years hence, and that thereby they are getting into what 
heretofore has been regarded as purely banking business. 

Mr. Cosertrr. Yes; in terms of term loans, that is the important 
field that they are invading. For example, the insurance companies 
loan commercial investment trusts, commonly known as CIT, in mil- 
lions of dollars on 5-year notes. Of course, the banks loan on anything 
from 30-day notes to 9 months. A particular transaction was a sub- 
ordinated loan due in 5 years at a somewhat higher rate of interest; 
and, of course, the insurance companies are active in the purchase of 
various bonds of one kind or another. 

But when it comes to a little-business matter, where a businessman 
needs, say, $50,000 in Mr. Harber’s town, if he were to apply to a New 
York insurance company they could not afford to send men out there 
and hire legal counsel to look up the laws of Oklahoma and do the 
field work, and so forth and so on, necessary to make that $50,000 loan. 
For them it would be much more profitable to buy Government bonds 
at 2 percent than make that small loan of that type at 5 percent. If it 
is in terms of a $5,000,000 loan they become very much interested, 
because there the take is enough to offset their expense and risk, and 
so forth and so on. But for the little fellow, that is not practical. 

Mr. McCormack. Then the actual tendency will be to expand and 
extent the insurance companies. 

Mr. Coserirr. Yes; as money builds up, yes. 

Mr. McCormack. I am only pursuing it because, though we all have 
differences in this or that piece of legislation, we all believe in the basic 
proposition of individual initiative or private capital as distinguished 
from state capital. There is state capitalism and there is private 
capitalism. Now, capital has to come from some place, does it not? 

Mr. Coserirr. Yes. 

Mr. McCormack. Either private or State. Now, cannot someone 
look ahead and see where that is going to lead to some complicated 
situation of a national nature between the banks and the insurance 
companies ¢ 

Mr. Coserirr. I think that is true; but you always still have a condi- 
tion where tither side, if threatened, can retreat into the sanctuary of 
Government bonds, and make a very good living from that. 

Mr. McCormack. But assuming that day comes when that is over, 
and we are all hopeful it will, then what ? 

Mr. Coserirr. Then they will have to go back and look for invest- 
ments in other fields. 

Mr. McCormack. Then will there be a clash between the banks and 
the insurance companies? 

Mr. Coserirr. I think so. 

Mr. McCormack. So that looking ahead the leaders in that particu- 
lar field should see that and should recognize it is something that in the 
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future will present serious problems to them and the country, unless 
there is judgment used now. 

Mr. Cosertrr. Very true. I think the line of demarcation now is 
the term loan. The insurance company is saying it would not be 
interested in anything that did not run 2 years or longer and the bank 
is saying they would not be interested in anything that was due in 2 
years. But of course as you get hungry there is a tendency to invade 
another. man’s field. 

Mr. McCormack. This last question is just for my own personal 
information. The Reconstruction Finance Board is a bipartisan 
board ¢ 

Mr. Coserirr. That is right. 

Mr. McCormack. Are you Republican or Democratic member ? 

Mr. Coserirr. I am a Republican. 

Mr. McCormack. I wish you were a Democrat [laughter }. 

Mr. Coserirr. Probably the Republicans do, too [laughter]. 

The Cuatrman. Any further questions ?/ 

(No response. ) 

The CuatrmMan. We are very, very much indebted to you, Mr. Cos- 
griff. Now, gentlemen, there is one other witness. I would crave 
your indulgence to hear him. He is Harvey Gunderson and he is a 
former member of the RFC Board. We will be glad to hear you 
now, Mr. Gunderson. 


STATEMENT OF HARVEY GUNDERSON, FORMER MEMBER OF THE 
BOARD, RECONSTRUCTION FINANCE CORPORATION 


Mr. Gunprrson. I thank you, Mr. Chairman, and I will make my 
testimony very short. I was with the RFC for 18 years, the last 5 of 
which until last October I was on the Board of Directors. 

I think that the RFC has done a very good job and is still doing 
it and I have spent most of the last 2 years disagreeing with the Senate 
committee investigating the RFC. 

Now, the points I will make, I can make very quickly. The first 
is that the success of the RFC in my opinion has resulted from the 
fact that it has been a bipartisan board, that you have to have a 
minority on the board, you cannot have over a simple majority from 
one political party. This reorganization plan destroys that and in 
my opinion that is pad. 

Number 2, when the RFC was originally set up it had two members 
of the Cabinet on the Board as ex officio members, the Secretary of the 
Treasury and the Secretary of Agriculture. Except in rare cireum- 
stances neither one of those gentlemen ever attended Board meetings, 
they sent down subordinates from away down the line, which in my 
opinion would occur again. 

I do not think the so-called policy board would be effective or help- 
ful or be any improvement over what we have now. I think that just 
about sums it up. 

As an internal matter a single administrator in my opinion would 
probably be a little more efficient in administration—and probably a 
dictatorship will be more efficient than a democracy. 

I think that in the making of business loans which is more dependent 
on individual discretion than any other kind of lending in the Gov- 





42 REORGANIZATION PLAN NO. 1 OF 1951 


ernment and which is less susceptible to the enactment of formulas for 
lending than any other kind of lending in the Government, that you 
need at least five men to express their opinions. 

And regardless of everything you have read in the papers and of 
what happened over in the committee, all the loans including the ones 
that have been criticized by the Senate, have been good loans. The 
majority leader knows about the Waltham Watch loan for which we 
were so severely criticized. That loan was made because everybody 
was convinced that it should be made, and it was made, for 414 million 
dollars and within the past few weeks I was informed it has been 
paid down to $1,750,000 and will be paid down another quarter-million 
in a few more months, at which time you will have a 114 million dollars 
— on the fixed assets which are clearly worth over 2 or 21% million 
dollars. 

And that in substance is my feeling about this reorganization plan. 

Mr. McCormack. Well, in the case of the Waltham Watch Co., that 
was one of the three American watch companies still in existence, and 
the other two companies were also urging that the loan be made in a 
proper way. 

Mr. Gunpverson. That is right. 

Mr. McCormack. The Waltham company was sort of a marginal 
company. Also, the city of Waltham has as its business—it is not in 
my district—in a sense, the business of the Waltham Watch Co., that 
company is the basis of the business activity of Waltham; is that 
right? 

me GunpErRSON. That is right. 

Mr. McCormack. It has also had a great influence throughout the 
Greater Bosfon area. And the employees are skilled mechanics of the 
highest grade, a type vitally important in emergency or time of war 
for the making of fine instruments and bombs and airplanes and 
everything else. Is that correct? 

Mr. Gunverson. That is correct. 

Mr. McCormack. And an agency of the Government, the Munitions 
Board, in a letter has expressed the vital importance and necessity 
of the Waltham Co. continuing in existence as a part of our national 
defense. 

Mr. Gunpverson. That is correct. 

Mr. McCormack. And the whole delegation participated. I do not 
know of any one of us that should not urge it strongly and properly. 
Is that not correct ? 

Mr. Gunpverson. That is correct. 

Mr. McCormack. I know I did everything I possibly could in my 
district. 

Mr. Gunperson. I mentioned the Waltham loan because you are 
familiar with it. Now, the same thing is true of these other criti- 
cisms that were made by—— 

The Cuarrman. Off the record. 

(Discussion off the record.) 

Mr. Curtis. Were you consulted on this present organization plan? 

Mr. Gunoverson. There is no reason why I should be; I have been 
out of Government since October. 

Mr. Meaper. I would like your comment about the kind of struc- 
ture that was applied to the Federal Trade Commission where the 
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board would be retained but the administrative functions placed in 
the chairman of the board. ; 

Mr. Gunverson. Well, of course, there are two types of organiza- 
tion, and it is possible that that might help. I certainly through 
the 5 years I was on the board thought it would have been helpful 
if some one person had been in a position sometimes to decide some- 
thing—it certainly would have made it more expeditious. 

= Meaper. You mean administrative decisions as contrasted to 
loans 

Mr. Gunperson. That is right. On loan policies I am absolutely 
convinced about having a board because of my strong feelings; and 
I am not at all sure but that I would rather suffer the inefficiencies 
of a five-man board trying to make up their minds on some of these 
administrative matters—because I do not know how much more 
efficiency the agency would have with an administrator. 

Mr. McVey. I would like to have your reaction to this “breathing 
spell” that has been discussed. 

Mr. Gunperson. If you just cut off the hearings for 6 months you 
will have enough breathing spell and—— 

The Cuarrman. Of the record. 

(Discussion off the record.) 

The CHatrman. Thank you very much, Mr. Gunderson. We will 
adjourn until Monday morning at 10 o’clock. 

(Whereupon, at 12: 50 p. m., the committee adjourned until 10 a. m., 
Monday, March 5, 1951.) 
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MONDAY, MARCH 5, 1951 


Howse or REPRESENTATIVES, 
CoMMITTEE ON EXPENDITURES 
IN THE Executive DrerparRTMENTs, 
Washington, D.C. 

The committee met, pursuant to adjournmet at 10:10 a. m. in room 
1501, New House Office Building, Hon. William L. Dawson (chair- 
man) presiding. 

Present: Representatives Dawson, Holifield, Lanham, Hardy, Kar- 
sten, Bonner, Burnside, Bolling, Dorn, Lantaff, Hoffman, Riehlman, 
Harden, Brownson, Curtis, Church, Meader, McVey and Bush. 

Also present: Christine Ray Davis, chief clerk, Thomas A. Kennedy, 
general counsel, and Annabell Zue, minority clerk. 

The Cuamman. Will the committee come to order, please. 

We will resume the hearing on Resolution 142: 

Resolved, That the House of Representatives does not favor the Reorganiza- 
tion Plan Numbered 1, transmitted to the Congress by the President on February 
19, 1951. 

I am wondering if it is necessary to read the plan. I think every- 
one knows the plan. 

Mr. Horrman. No. 

The CuatrrMan. So we will proceed with the witnesses. Our first 
witness will be Mr. Robert L. L. McCormick. We are indeed glad 
to have you with us. 

Mr. McCormick. Where would you like to have me sit, Mr. Chair- 
man ¢ 

The CHarrman. Between the lady there and the gentleman. Will 
you kindly state your name and identify yourself for the committee ? 


STATEMENT OF ROBERT L. L. McCORMICK, DIRECTOR OF RESEARCH, 
CITIZENS COMMITTEE FOR THE HOOVER REPORT 


Mr. McCormick. I am Robert L. L. McCormick, director of re- 
search of the Citizens Committee for the Hoover Report. The exact 
title of the committee is Citizens Committee for Reorganization of 
the Executive Branch of the Government. 

Mr. Chairman, the Citizens Committee for Reorganization of the 
Executive Branch of the Government has analyzed Reorganization 
Plan No. 1 of 1951 in accordance with your verbal request of February 
28, 1951. 

As I am sure you will all readily recognize, certain aspects in con- 
nection with the reorganization of the Reconstruction Finance Cor- 
poration are beyond the realm of pure management. 

45 
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The distinguished task force of the Hoover Commission recom- 
mended that the Reconstruction Finance Corporation be abolished. 
The Commission itself did not accept the recommendation of the 
task force; instead it made three recommendations which can be sum- 
marized as follows: 

1. That there should be a single administrator for all executive and 
business-type activities and the Reconstruction Finance Corporation 
is one. 

2. That the Reconstruction Finance Corporation be placed in the 
Treasury. ; 

3. That the Congress review the power to make direct loans. 

Reorganization Plan No. 1 of 1951 is in accord with the general 
recommendation that multiheaded bodies are inefficient and are not 
appropriate for executive and business-type activities. 

The Reorganization Plan No. 1 of 1951 does not place the Corpora- 
tion in the Treasury as the Hoover Commission recommended. We 
have prepared legislation bearing on this matter and feel sure that 
your committee will consider the advisability of this recommendation. 

The Fulbright subcommittee of the Senate Committee on Banking, 
and Currency is at present reviewing the problem of direct lending 
by the Corporation. 

In the latter respect, we would like to toot our own horn a little 
by pointing out that the Hoover Commission specifically warned the 
Congress, as of May 1949, of the dangers implicit in direct loans, as 
follows: 


Direct lending by the Government to persons or enterprises opens up danger- 
ous possibilities of waste and favoritism to individuals or enterprises. It invites 


political and private pressure, or even corruption. Emergencies may arise in 
depression, war, national defense, or disaster which must be met in this way. 
But direct lending should be absolutely avoided except for emergencies. 

Last year the Citizens Committee opposed the President’s Recon- 
struction Finance Corporation Reorganization Plan No. 24 of 1950— 
and I might add it was soundly beaten. With respect to the present 
plan, our attitude is the opposite—in other words, we are favoring the 
plan because— 

1. The present plan includes structural improvement; last year’s 
did not. 

2. The Fulbright subcommittee is now making the full review we 
recommended. 

3. Last year’s plan would have placed the Corporation in Commerce, 
the wrong place; whereas the plan before you la not prejudice our 
view that it should be placed in the Treasury. 

4. The Korean War had not broken out when we testified last year. 

The Citizens Committee believes that the present plan as proposed 
by the President is not inconsistent with the report of the Hoover 
Commission, but that it falls considerably short of the objectives 
stated by that Commission. We sincerely recommend that your com- 
mittee carefully consider and act favorably upon the further recom- 
mendations of the Commission in this area. 

The Cuarrman. Mr. Hoffman. 

Mr. Horrman. What has the Korean War to do with this RFC? 
How does that bear on it ? 

Mr. McCormick. It turns right back, sir to this point that emer- 
gencies may arise in depression, war, national defense, or disaster, 
which must be met by direct lending by the Federal Government, 
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Now, the idea that the Hoover Commission had of placing it in the 
Treasury to some extent implied a cutting down of its function. I 
believe that in the present emergency if the transfer recommended by 
the Hoover Commission is done, certainly it should be done on a basis 
of giving full view to the possibility that the Reconstruction Finance 
Corporation may be needed in connection with certain war work. 

Mr. Karsten. But they did not recommend in 1949 that it be abol-. 
ished; did they ? 

Mr. McCormick. No. ‘ 

Mr. Karsten. Would you consider that an emergency or not ? 

Mr. McCormick. No. 

Mr. Karsten. Is not that rather inconsistent with the statement 
that you make here, that you quote—“direct lending by the Govern- 
ment” 

Mr. McCormick. No. What the Commission had in mind, sir, was 
that the Government should, in making loans to private business, 
also have participation from private financing institutions. In other 
words, what the Commission had in mind was that they should perhaps 
have a 50-50 sharing between private banks and the RFC; that the 
RFC should not take all the risk. 

Mr. Horrman. When you referred to the Korean War, did you have 
in mind the idea that there would be more need for loans? Was 
that it ¢ 

Mr. McCormick. In referring to the Korean War—yes, I feel there 
certainly could be much more justification for loans in a wartime 
situation. 

Mr. Horrman. I was just wondering. When you testified you 
said before we did not have the Korean War and now we have, and I 
am trying to hook up that statement with whatever ideas you may 
have in mind. I just assume you thought there must be more loans 
now. Is that it? Or if there is any other reason, 1 would be glad 
to have it. 

Mr. McCormick. No. Our feeling was by the very act of placing 
it in the Treasury, plus the restriction on the making of direct loans, 
that those two enactments would automatically cause considerable cut- 
back in the activity of the RFC. 

Mr. Horrman. Aside from the fact that because of the Korean 
War corporations or individuals may need more money to carry on the 
war effort, what has the Korean War to do with it? That is what I 
was trying to get at. 

Mr. McCormick. Because the RFC was created, and certainly it was 
the intention of President Hoover when he created it, to make loans 
in emergencies, and presumably the Korean War is an emergency. 

Mr. Horrman. Yes; of course, you do not recall any time in the 
last 10 years we have not had one; do you? 

Mr. McCormicr. That is a matter of definition of terms, I would 
say. 

Mr. Horrman. Define it yourself. Let me know. 

Mr. McCormick. I would say we did not have an emergency for 
1947, 1948, 1949, but apparently 

Mr. Horrman. The RFC made some whaling big loans; did they 
not ¢ 

Mr. McCormick. They did. It can always be said by somebody 
that there is an emergency. I certainly know that I signed up for 
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the Navy for the emergency plus 6 months, and they told me I am still 
in the Navy because the emergency has not stopped. 

Mr. Horrman. Now you say “we” all the time. With whom have 
you consulted and discussed this plan? Who is on the Hoover Com- 
mission or on the task force ? 

Mr. McCormick. I have not consulted with the Hoover Commission 
or with the task force. 

Mr. Horrman. So what you are giving us is your opinion? 

Mr. McCormick. The Citizens Committee for the Hoover Report. 

Mr. Horrman. What you are giving us is your own individual 
opinion based on what you know—and your knowledge of that, I 
guess is quite extensive—of the Hoover Commission’s ideas and plans; 
is that right? 

Mr. McCormick. That is correct. It is the Citizens Committee, and 
in a normal way we cleared the policy. 

Mr. Horrman. You are it? 

Mr. McCormick. No. 

Mr. Horrman. I mean for the expression of this opinion, you are 
it? 

Mr. McCormick. I am the spokesman; I am the agent of the Citizens 
Committee for the Hoover Report. 

Mr. Horrman. The reason I am asking you is no reflection on you 
or the organization, but so often some witness comes in, and I have 
noticed the chairman and other members of the committee, perhaps 
all of us, when a man says “I represent so many voters, or I represent 
this department, and that and the other,” frequently the witness has 
been asked: “Just when did you see your directors and with whom 
did you consult?” That is what I am getting at. I think the substance 
of your answer today is that you are testifying as to your opinion 
gathered from vour knowledge and opinion of the writings of the 
Hoover Commission and task force. Is that right or is it not? 

Mr. McCormick. No, sir. This policy that I am stating here has 
been approved by the Citizens Committee, Dr. Johnson the chairman. 
Mr. Horrman. That is what I intended to ask you a moment ago. 

Mr. Lannam. You asked about the Hoover Commission. 

Mr. Horrman. The Hoover Commission and the task force. Put 
it the way it is. 

Mr. Lannam. The witness represents the Citizens Committee for 
the Hoover Report. 

Mr. Burnsipe. Will the gentleman yield? 

Mr. Horrman. I just cannot now, Professor. I want to finish this 
and I will be through soon. 

Mr. Burnsipe. I thought I might clear this point up for you. 

Mr. Horrman. Wait a minute. Mr. Chairman, I decline to yield. 

The Cuamrman. The gentleman declines to yield. 

Mr. Horrman. With whom have you talked or discussed this opin- 
ion? That is all I want to know. 

Mr. McCormick. I have discussed it with several of the members 
of the executive committee of the Citizens Committee, 

Mr. Horrman. Go ahead and name them. 

Mr. McCormick. The Citizens Committee is completely independ- 
ent from the Hoover Commission. There is no connection whatsoever. 

Mr. Horrman. Tell us who on the Citizens Committee. 

Mr. McCormick. The names? 
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Mr. Horrman. Just tell us the names and positions of the indi- 
viduals with whom you discussed this testimony or report which you 
are making to us. 

Mr. McCormick. Mr. Coates, the vice chairman; Dr. Johnson, the 
chairman; and Mr. Ade, the administrative director. 

Mr. Horrman. They are all here? 

Mr. McCormick. No, none of them. 

Mr. Horrman. Where are they ¢ 

Mr. McCormick. They are in New York and Philadelphia. 

Mr. Horrman. Did they come or did you go and see them / 

Mr. McCormick. We do this on the telephone and by letters. 

Mr. Horrman. May we have the letters, to see what they did say, or 
would you prefer not to? 

Mr. McCormick. Why, sure. 

Mr. Horrman. What I am trying to get at is for whom are you 
speaking ¢ 

Mr. McCormick. Yes. 

Mr. Horrman. That is all. 

Mr. McCormick. I am speaking on behalf of the Citizens Com- 
mittee and 45 State committees and 350 local committees. 

Mr. Horrman. You never talked with anybody on the State com- 
mittees; did you? 

Mr. McCormick. No. 

Mr. HorrmMan. You got the views, and the views you expressed here 
are your views after talking to those three individuals you named ¢ 

Mr. McCormick. We are appropriately delegated to take a position. 

Mr. Horrman. I am not questioning your authority. I am just 
questioning the basis of your decision. 

That is all I have, Mr. Chairman. Thank you. 

The CuatrmMan. Thank you. 

Mr. Holifield. 

Mr. Hourrietp. Mr. McCormick, I understand you do approve of 
this plan. 

Mr. McCormick. That is correct. 

Mr. Houtrrerp. That your organization has approved this plan. 

Mr. McCormick. Yes. 

Mr. Houirierp. It does not go as far as you would like it to go, 
but as far as it goes you are in approval of it? 

Mr. McCormick. Yes, sir; that is correct. 

Mr. Houirrenp. It is probably academic for either you or I to dis- 
cuss whether the RFC should be put in the Treasury or in the De- 
partment of Commerce because this plan does not change its present 
status as an independent corporation. It does not place it in either 
one of those organizations; does it ¢ 

Mr. MeCormick. That is right. It does not prejudice our view 
at all as opposed to the ene last year which did. 

Mr. Houirtevp. [ noticed in one place here you quote the Hoover 
Commission on direct lending by the Government as being danger- 
ous, and so forth. Now, I think it is good at this point to indicate 
that notwithstanding the recent unfavorable publicity of the RFC, 
our testimony Friday shows that they did loan $21,000,000,000 and 
losses have only been $200,000,000, while their earnings have been 
$640,000,000. So the operation of the RFC over its complete period 
of existence has shown approximately $440,000,000 worth of profit 
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to the Government. A.nd it is further remarkable when you view 
the fact. that all of these loans were ostensibly made after they. had 
been turned down by banks‘as being marginal loans. 

So your statement that direct lending by the Government is danger- 
ous does not hold up in this particular instance, i do not believe; and 
that is also borne out by the record of the HOLC, the Home Owners’ 
Loan Corporation, which also—— 

Mr. McCormick. It holds “dangerous possibilities,” is the wording. 

Mr. Houtrrevp. “Holds dangerous possibilities.” Then we will 
accept that. 

Your argument that participation by private bankers in loans 
which they have not the nerve to make is merely an argument for the 
Government to further guarantee private bankers’ return of their 
capital investment and their interest without them taking a risk; 
is it not? 

Mr. McCormick. No, I would not say that. I think it is just the 
opposite. It enables the private bankers to take a part of the Gov- 
ernment’s risk. 

Mr. Ho.irtecp. Do you think that the private banks would share 
in the loss of a participating loan ¢ 

Mr. McCormick. They have. They certainly did in many of the 
loans that the services made during the war, which were all on the 
basis—— 

Mr. Houtrrevp. Let’s take the type of participating loan of FHA, 
for instance, where banks make the loans and the Government guar- 
antees them to the bank. Does the bank take any chances of a loss 
in that particular instance ? 

Mr. McCormick. Some. It takes a very small percent. I think the 
GI loan is perhaps a better example where each one takes half of the 
risk, 

Mr. Brownson. But it pays an insurance premium on the FHA 
loan, which is a deliberate premium to offset losses, paying for the 
Government guaranty. 

Mr. Hortriecp. The borrower pays the premium, the bank does not 
pay it. 

Mr. McCormick. Of course, Mr. Holifield, it is a very big subject, 
but the normal way is that the bank will pay the Government a certain 
consideration for its guaranteeing of half of the loan. In the case of 
the Navy and the Army during the war, I believe they paid 114 
percent interest to the Government for the Government guaranty. 
The Government turned in rather a neat profit on that operation. 

Mr. Houtrtevp. That is all, Mr. Chairman. 

The CHarrman. Mr. Lanham. 

Mr. Lanuam. In that connection I find that small business is really 
hard put to it to get any help now for working capital, and the private 
banks will not make the loans even if guaranteed by the Federal Re- 
serve bank. Furthermore the NPA has quit lending to small business 
for that purpose. So unless RFC does continue and does make these 
direct loans, I do not know what small business is to do. Even after 
they have contracts, as many of them have now, they simply cannot 
get financed. The private bankers will not make the loans even when 
guaranteed by the Federal Reserve bank. 

Mr. McCormick. I have not analyzed that situation, sir, in 8 years 
now, so I cannot really comment on it. 
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Mr. Lanuam. I find that is true at this time. 

Mr. Ho.trtevp. Will the gentleman yield on that point? 

Mr. Lanuam. Yes. 

Mr. Howirrevp. It is interesting to note that the Eightieth Con- 
gress—— 

Mr. Horrman. They did not do anything. 

Mr. Houirievp (continuing). In Senate Report No. 974 on page 5 
said as follows: . 

The committee believes that the public interest will be served by the presence 
of a Government lending agency to which am applicant who had been declined 
eredit among private sources of credit may go for a reconsideration of his 
proposal. 

Mr. McCormick. Mr. Holifield, my experience has been that the de- 
cline of credit is a relative thing. For example, if a man wants to 
borrow 100 cents on a dollar against his inventory, he may be declined 
credit, whereas if a fellow will take 60 cents on the dollar, he can 
get it; or he may be asked to pay a high interest rate which he does 
not want to pay. But in very few cases is there such a thing as 
absolute denial of credit. What it comes down to, I think, is the 
individual is unwilling to accept the terms which the bank will set. 

Mr. Houtrtevp. Certainly, that is it exactly. If a man needs 10 
years to amortize his machinery and the bank will only give him 1 
year, for all practical purposes the bank has declined him the loan 
because he realizes his business cannot amortize the machinery in 1 
year. You can say that he has not been refused credit because of the 
terms involved, and you are technically right, but from a practical 
standpoint he could not meet those terms and survive. That is why 
they have to have a longer term than the bank will give. I am not 
condemning the banks because they operate under certain rules and 
regulations. 

The Cuarrman. Mr. Riehlman? 

Mr. Rren_man. No questions. 

The CHairMaAN. Do you have any further questions, Mr. Lanham / 

Mr. Lanuam. No. 

The CuarrmMan. Mrs. Harden / 

Mrs. Harven. My question has been answered, sir. 

The Cuamman. Mr. Karsten ? 

Mr. Karsten. Mr. Chairman, I would like to find out if the Hoover 
Commission has any views with respect to the permanent continuance 
of the RFC or some agency of that kind. 

Mr. McCcrmick. The only statement—the task force recommended 
very strongly that it be abolished, and the Commission did not endorse 
that recommendation. It took no position on the matter except that it 
recommended that it be placed in the Treasury and except that it 
recommended that the power to make direct loans be curtailed. 

Mr. Karsten. Then the Commission did not recommend the abol- 
ishment of the Corporation 4 

Mr. McCormick. It did not. 

The Carman. Mr. Brownson? 

Mr. Brownson. Was there any discussion with your executives 
when you were talking about this problem about the questionable 
propriety of the Government loaning money at a time when they 
are trying to raise more money for defense and when they have no 
money of their own to loan? That is one thing I think in comparing 
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RFC to an individual bank—in all justification we must put in there— 
that while RFC did make some six-hundred-and-some-million dollars 
profit, that represents a Corporation whose overhead was pretty well 
paid by the taxpayers, and the banks handling the same amount of 
loans might well have found their overhead would have eaten up any 
possibility of profit on the arrangement. 

Of course, the other thing is that essentially the Government is 
loaning money that they have not got. Was that part of the picture 
of RFC in that type of operation in the inflationary plan evaluated ¢ 

Mr. McCormick. The only recommendation on that was there should 
be created a monetary council which would insure a uniform policy 
on Government lending so that, for example, the Federal Reserve 
would not be following a restrictive policy while perhaps the RFC or 
agricultural credit agencies were making loans on a wide scale, thus 
undercutting the Government’s own policy. No action has been taken 
on the recommendation to create such a council. 

Mr. Brownson. Thank you very much. 

The Cuatrman. Any other questions, Mr. Brownson ? 

Mr. Brownson. That is all I have. 

The Cuarrman. Mr. Curtis? 

Mr. Curtis. I believe the Small Business Committee of the House is 
recommending a Small Business War Defense Corporation because 
RFC in the experience of World War II did not meet the needs of the 
small businesses in borrowing for their war defense work. Now, in 
considering this over-all picture of RFC, did you go into that par- 
ticular thing? 

Mr. McCormick. No; we did not. 

Mr. Curtis. To evaluate it ? 

Mr. McCormick. No. 

Mr. Curtis. And you did not attempt to make any evaluation of 
other Government lending as it relates to what the RFC does? 

Mr. McCormick. No; except in the Commission’s strongly under- 
lined view that they are operating at every possible tangent, the 
various Government lending agencies. One will be increasing, while 
another is decreasing. And the recommendation that there be a coun- 
cil set up to determine the policy was to stop them from operating at. 
odds with each other. 

Mr. Curtis. This council was to coordinate all of them; is that not 
correct ¢ 

Mr. McCormick. Yes; and to work out the uniform policies so that 
one would not be making loans at the same time another was cutting 
back and thus, as has often been the case, the Federal Government's 
policy will be undercut by its own agencies. 

Mr. Curtis. There is no such council now ? 

Mr. McCormick. There is not. There is one on foreign lending. 

The CuatrmMan. Will the gentleman yield ? 

Mr. Curtis. Yes. 

The CuatrmMan. If the President should place on this Loan Policy 
Board, as it says, the Administrator as Chairman, the Deputy Ad- 
ministrator as Vice Chairman, the Secretary of the Treasury, the Sec- 
retary of Commerce, and one other member, if that other member 
should be the head of your Reserve Bank Board, you would have a 
board composed of your lending agencies,-would you not ? 
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Mr. McCormick. That is one of the reasons why we are in favor 
of this plan, Mr. Chairman. 

The Biatentan: Yes. 

Mr. McCormick. However, there are two big ones that are left out 
that would not fit in—the agricultural ones and the housing ones, 
neither of which would properly be on this board. 

The CHatrman. Thank you. 

Any other questions, Mr. Curtis? 

Mr. Curtis. No. 

The Cuamman. Mr. Bonner? 

Mr. Bonner. No questions. 

The Cuatrman. Mr. Burnside? 

Mr. Burnswe. No questions. 

The Cuarman. Mrs. Church? 

Mrs. Cuurcu. I would like to ask two questions. I would like to 
ask, in reference to your last paragraph, Mr. McCormick, where you 
say: 

We sincerely recommend that your committee carefully consider and act favor- 
ably upon the further recommendations of the Commission in this area— 
have you any other thought there other than recommendation 2—that 
the Reconstruction Finance Corporation be placed in the Treasury ? 

Mr. McCormick. I have given to the chairman of your committee, 
Mrs. Church, some 19 bills and 1 concurrent resolution which we hope 
will be introduced before long and which we hope will give this com- 
mittee a tremendous amount of work. 

Mrs. Cuurcu. All dealing with the RFC? 

Mr. McCormick. No; only two of them deal with the RFC. 

Mrs. Cuurcn. What were the recommendations in the two dealing 
with the RFC? 

Mr. McCormick. As I recall, the principal recommendations were, 
first, the transfer to the Treasury, and, second, the creation of the 
Monetary and Fiscal Council. 

Mrs. Cuurcu. I see. Those two things then are what you have in 
mind as regards this change ? 

Mr. McCormick. Yes; that is correct. 

Mrs. Cuurcu. Then, I have one other question which is a little bit 
afield. When we took testimony on Friday, we became involved 
in discussion of the possible danger that might arise from the delega- 
tion of power by the Secretary of the Treasury and so forth in this 
policy board to a subordinate who would not be subject to approval 
by the Senate. Did the Hoover Commission take up that part of the 
structure of this bill? 

Mr. McCormick. No; we did not. 

Mrs. Cuurcu. Have you any comment on it, yourself? 

Mr. McCormick. No. It is an awfully difficult problem, because 
so often it is the case in agencies of this type the Secretary, or some- 
one of that station, just simply does not have time to sit constantly on 
a board of this type. 

Mrs. Cuurcnu. That is right. 

Mr. McCormick. And it comes down to whether or not he picks a 
highly competent man to sit for him. As a rule we found they do, 
although there have been cases where they did not. 


$ 
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Mr. Lanuam. They still have the responsibility, so they are in- 
clined to pick a good man. 

Mr. McCormick. Sure. 

Mr. Hourriretp. Will the lady yield, on that point ‘ 

Mrs. Cuurcn. Certainly. 

Mr. Houtrier. It is true that this follows the procedure of many 
of the Hoover Commission recommendations, which is to place the 
responsibility in one man at the head ¢ 

Mr. McCormick. That is correct. 

Mr. Hourrtetp. The line-of-authority principle. And it also fol- 
lows the principle which the Hoover Commission recommends in 
many instances of allowing that man to delegate his functional au- 
thority but still retain the responsibility of it. 

Mr. McCormick. That is correct. 

Mr. Houirrenp. So, it is in line; that is nothing out of the ordinary? 

Mr. McCormick. No. 

Mrs. Cuurcu. That is all I had, Mr. Chairman. 

The Cuarrman. Mr. Bolling? 

Mr. Botting. No questions, Mr. Chairman. 

The Cuarrman. Mr. Dorn? 

Mr. Dorn. No questions. 

The CuHamman. Mr. Lantaff ? 

Mr. Lantarr. No questions. 

The Cuarrman. Mr. Bush? 

Mr. Busu. No questions. 

The CHarrman. Mr. Meader? 

Mr. Meaper. Mr. McCormick, I note from your statement that you 
prefer a single administrator for all executive and business-type 
activities. 

Mr. McCormick. Yes. 

Mr. Meaper. I wanted to call your attention to some of the re- 
organization plans which I believe have been approved by Congress 
without dissent; namely, the type of reorganization of the Federal 
Trade Commission where the administrative functions of the Com- 
mission are centralized in the Chairman of the Board or Commission 
but the Commissioners still function as a policy-making body. 

I would like to have your comment on that particular type of re- 
organization as applied to RFC as opposed to a single administrator. 

Mr. McCormick. I think, sir, that the regulatory commissions— 
the Federal Trade Commission, the Securities and Exchange, and 
others—are quasi judicial. Their job is to arbitrate between various 
claims of private citizens. For example, we will take the ICC, which 
is a better example. They may be arbitrating between railroad A 
and railroad B or between railroad A and shipper A. On the other 
hand, their job is regulatory, regulating the activities of private 
citizens. On the other hand, the RFC is carrying out certain Govern- 
ment functions. It is dispensing Government money, and thus it 
is one of the instruments by which the policy of the Congress and the 
law is executed. In executing a law in an administrative way, where 
it requires one action and not a judicial decision, we found that the 
single administrator is better. 

Mr. Meaper. Well, I would like to ask you whether or not the dele- 
gation of power to the Board of RFC is not about as broad as one 
could possibly make it when it says RFC’s powers are to aid in financ- 
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ing agriculture, commerce, and industry ; to encourage small business ; 
to help in maintaining the economic stability of the country, and 
to assist in promoting maximum employment and production. Is 
not that just about as broad a delegation of power as could be stated 4 

Mr. McCormick. To the Board it is very broad, but it is still an 
executive function. The executive function is the making of loans, 
and certainly our experience has proven that in any executive fune- 
tion, if it is paying out money, or if it is running a forest, or if it is 
inspecting a mine, why, it is better to have one fellow doing it than 
to have five. 

Mr. Meaper. You would not contend that the application of those 
broad principles was a mere ministerial function not involving 
discretion and judgment, would you ? 

Mr. McCormick. I am afraid I do not quite understand your ques- 
tion. 

Mr. Meaper. I say that you would not contend that the applica- 
tion of these broad principles, which I have just read, is merely a 
ministerial function not involving broad discretion and judgment ¢ 

Mr. McCormick. Oh, yes; I would say it is a ministerial function, 
just as much as, for instance, spending $10,000,000,000 for naval ves- 
sels is a ministerial function. Yes, sir; I would say it is. 

Mr. Lanuam. Would you gentlemen yield there ? 

Mr. Meaper. Might there be a difference of opinion as to what would 
aid in financing commerce and industry or would encourage small 
business ¢ 

Do you not think some judgment or discretion is involved in mak- 
ing such a determination in any individual case ? 

Mr. McCormick. No. I think the responsibility has to be placed 
on one man, and that that one man, if it is done improperly, the 
recourse is at the polls. 

Mr. Meaper. He would not be an elective individual. 

Mr. McCormick. But he is working for an elected individual. Just 
as if the Navy should make a completely wrong decision in spend- 
ing its $10,000,000,000 and build the wrong kind of ships; that, again, 
is a question of the responsibility of the President. It comes back 
to that. 

Mr. Meaper. You do not think there is any advantage in having 
five outstanding men whose positions are so important as to require 
Senate confirmation to exercise their collective judgment in attempt- 
ing to carry out this broad objective of the Congress that I have just 
read ¢ 

Mr. McCormick. No; I do not. In this case, I think the contrary 
has been proven to be true, because the public displeasure with the 
RFC recently is far different from the public pleasure that was shown 
when it was under a single Administrator such as Mr. Eugene Meyer 
or under Jesse Jones—primarily, Jesse Jones. 

Mr. Meaper. Well, there was a Board at both of those times; was 
there not? 

We just had a strong Chairman who had some emergency powers 
in addition to his position as Chairman. 

Mr. McCormick. There may have been a Board. You never heard 
of them. Maybe that was it. 

Mr. Meaper. In other words, you seem to be rather definitely op- 
posed to reorganizing the RFC along the lines of the Federal Trade 
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Yommission reorganization where you get the advantage of centraliz- 
ing administrative functions, but you also have the advantage of 
collective judgment on the application of broad principles to specific 
circumstances ¢ 

Mr. McCormick. Yes; it could work that way, certainly; but we, 
in general, feel that a single Administrator is better. 

Mr. Lanuam. Will the gentleman yield? 

Mr. Meaper. Yes. 

Mr. Lanuam. As a matter of fact, does not the Policy Board set 
up by this plan really take the place of the RFC Board members to 
passoneach loan? I mean by that: Do you not get the effect of a board 
with the Loan Policy Board, the good features of it without the bad / 

Mr. McCormick. I am not quite sure, because. we have not seen yet 
what the Policy Board will do. I would hope that it would work 
that way. 

Mr. Meaper. Mr. McCormick, are you familiar at all with banking 
practices in private industry ? 

Mr. McCormick. Yes, sir. 

Mr. Meaper. Are you familiar with the rather general principle that 
loans are to be ultimately decided by a discount committee or a loan 
committee of a board of directors of a bank? 

Mr. McCormick. That is right. Usually, up to such-and-such a 
figure it is three out of five senior officers, and above that three out 
of five Board members—something of that sort. 

Mr. Meaper. And you do not believe that that is at all applicable 
to the loaning functions of the Government—the principle of having 
collective judgment on the passing on loans? 

Mr. McCormick. I think, sir, that you have a collective judgment 
in this Loan Policy Committee. 

Mr. Mrapver. Now, that Loan Policy Committee will not pass on 
individual loans; will it? 

Mr. McCormick. Yes, sir. There are two committees, as I under- 
stand it. 

Mr. Houtrretp. That is the Review Board. 

Mr. McCormick. Is that what it is called? 

Mr. Houwirrevp. Yes. 

Mr. Meaprer. I am now speaking about the Loan Policy Board 
which consists of the Administrator, Deputy Administrator, Secre- 
tary of the Treasury, Secretary of Commerce, and one other. 

Mr. McCormick. I am thinking of the Review Board, not the Loan 
Policy Board. 

Mr. Meaper. That raises another question, which I thought was 
very appropriately raised by the majority leader last Friday: namely, 
whether or not constituting this Review Board in the reorganization 
plan with some fixed functions not set up in the RFC Act would violate 
the terms of the Legislative Reorganization Act bv creating new 
functions. 

What is your opinion on that? Have you given any thought to 
that, or has your committee ? 

Mr. McCormick. I have not had our attorneys review that. I as- 
sumed that the Administration had reviewed it as to legality. If they 
have not, I would certainly hope that your committee would, sir. 

Mr. Meaper. You see, there is nothing in the RFC Act, so far as I 
know, which even mentions a review committee within the Board. 
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The Board of Directors established that review committee as an ad- 
ministrative matter. Now, this reorganization plan appears to accept 
and invest with force of law a practice which has been a mere internal 
administrative matter as far as RFC is concerned. In your opinion, 
if that was so and the reorganization plan did have the effect of cre- 
ating a new Board within RFC, would it be legal ? 

Mr. McCormick. I am not an attorney. I cannot answer that. I 
would be glad to have it reviewed by our attorneys, but I have not 
had it reviewed by our attorneys. 

Mr. Mraper. Of course, those Review Committee members would 
not be subject to Senate confirmation. There would not be any con- 
gressional control whatever over the individuals who might be selected 
on that Review Board; is that not true? 

Mr. McCormick. That is correct; except I believe that the Ad- 
ministrator himself would be subject to Senate confirmation. 

Mr. Meaper. The Policy Board would not have any functions or 
authority with respect to indivdual loans. They could not review the 
Administrator’s action in granting or denying a loan. Is that your 
understanding ¢ 

Mr. McCormick. Yes. My understanding of the way it would work 
would be that the senior Board would say, for example, “We will make 
loans to small businesses that want to engage in the production of 
molybdenum. I mean, just a general policy. Or they would say, “We 
will not make loans to hotels.” I mean, something of that sort. 

Mr. Meaper. Do you think they would have the right to do that and 
to limit the Administrator’s lending powers? 

Mr. McCormick. I think that is what they are set up to do. 

Mr. Meaper. Could they, for example, say, “The Administrator 
shall not make loans in an amount in excess of $1,000,000” 7 

Mr. MeCormick. I would think that any policy of that sort they 
could determine. 

Mr. Meraper. That is all. 

The Cuairman. Mr. McVey. 

Mr. McVey. I would like to ask Mr. McCormick one or two ques- 
tions. This Board, as we have had it, has been a nonpartisan Board ; 
has it not ? 

Mr. McCormick. Bipartisan, sir; yes. 

Mr. McVey. Yes, bipartisan Board. This new reorganization 
would remove that feature from the RFC, would it not? 

Mr. McCormick. It would, sir. 

Mr. MeVey. Does your committee consider that as having any 
significance ? 

Mr. McCormick. We did not consider that point specifically, sir. 
We considered whether a single Administrator would be preferable 
to the present Board, and we felt that a single Administrator would 
be preferable. In the case of a bipartisan Board, that is a fairly big 
subject in itself. Sometimes they work very well, and other times 
they work very badly; and this seems to be one case where they cer- 
tainly have not worked, the principle has not worked, very well. 

Mr. Meaper. I thought Mr. Brownson brought out an important 
thing a moment ago when he said that the $600,000,000 profit, or the 
$400,000,000 profit—I do not know the exact amount—which has 
been mentioned a number of times, does not take into consideration 
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the overhead in connection with these loans. Does your committee 
have any figures on that ? 

Mr. McCormick. Our task force did some research on that, sir. 
I do not have their working papers here with me. They were of the 
opinion that the RFC definitely did not make money. 

Mr. Meapver. Does not make money ? 

Mr. McCormick. Does not? It may now, but it did not as of 1948. 

Mr. Meaper. I think that it is very important, that we consider 
that matter, instead of saying that we have made a profit of $600,- 
000,000. That is all, Mr. Chairman. 

The Cuamman. Thank you. Any other questions of Mr. Mc- 
Cormick ? 

Mr. Karsten. Mr. Chairman, I have a question I would like to 
ask. That Monetary Credit Council you ba of, you would propose 
that in this legislation ? 

Mr. McCormick. Yes. 

Mr. Karsten. Could you tell me who would be members of that? 

Mr. McCormick. The Secretaries of Treasury and Agriculture, 
Chairman of the Federal Reserve Board, the Veterans’ Administra- 
tor, the Administrator of Housing and Home Finance—and I am 
not sure who the others would be. It is everybody who lends money. 

Mr. Karsten. Now, in the draft of the bill you left with the chair- 
man, you say here: 
to be composed of the Secretary of Treasury as Chairman, and representatives 
of such other agencies of the Government as’ may be designated by the Govern- 
ment. 


Is that your bill? 


Mr. McCormick. Yes; we left it broad in discretion. But my 
view as to who should go on it is anyone who lends money. 

Mr. Karsten. In your second bill, under section 204, delegation of 
authority, you say: 


DELEGATIONS OF AUTHORITY 


SEc. 204. (a) Any function vested in the head of any principal executive 
agency may, under and subject to such regutations, orders, or directives as 
the head of such agency may prescribe or issue, be exercised by any officer of 
the agency designated for that purpose in such regulations, orders, or directives. 

Mr. McCormick. Yes. 

Mr. Karsten. That certainly would not insure that the Secretary 
of the Treasury would be the Chairman of your Monetary Board, or 
any Cabinet officer would sit actually on the Board; would it? 

Mr. McCormick. No. In the bill, sir, you cannot legislate down to 
the nth degree. We have always worked on these reorganization 
measures, through leaving a great many tliings to the discretion of 
the President and through legislating the Board enabling authority. 
It is a kind of combination. 

Mr. Karsren. You have no quarrel then with the present Policy 
Board contemplated in this Reorganization Act; do you? 

Mr. McCormick. No. 

Mr. Karsten. You are satisfied with that? 

Mr. McCormick. Yes. 

The Cizarrman. Mr. Holifield. 
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Mr. Ho.irtevp. I am interested in the point that was brought up 
by the gy igs leader and by Mr. Meader. My remembrance of the 
language in the basic Reorganization Act is that it prohibits the 
President from setting up any new function in these plans. 

Mr. McCormick. That is correct.. 

Mr. Houirietp. Now, in this instance, where this Review Board is 
formalized in a statutory way, the President is not setting up a new 
function—the function is already there. It rests in the Administra- 
tor; for him to use as he wants to use it, in other words. That is one 
of his methods of administering the act. Now, therefore, I think, 
while this could be argued either way, it seems that this is clearly 
a case where a function already exists and it is being set up in a dif- 
ferent form, being formalized or crystallized in a statutory form 
what formerly had rested .on an administrative directive and which 
stemmed from the Administrator who had the power to do that, and 
the function did rest in him. Therefore, it is not the setting up of a 
new function; it is the crystallizing of a present function in a slightly 
different manner. 

The Cuatrman. That is right. 

Mr. HouiFrretp. Would you not agree with that line of reasoning? 

Mr. McCormick. That would be my guess, but I found by experi- 
ence that there are several hundred highly skilled lawyers in the Con- 
gress, and I hesitate to give a legal opinion. I have been tripped 
too often. 

The Cuatrman. Thank you very much, Mr. McCormick. 

Mr. McCormick. Thank you. 

The Cuarrman. We have with us the Director of the Budget, Mr. 
Lawton. We will call him at this time. 

Gentlemen, this is Mr. Frederick J. Lawton, Director of the Bureau 
of the Budget. 

Will you proceed, Mr. Lawton ? 


STATEMENT OF FREDERICK J. LAWTON, DIRECTOR, BUREAU OF 
THE BUDGET 


Mr. Lawron. Reorganization Plan No. 1 is designed to strengthen 
the organization and administration of the Reconstruction Finance 
Corporation. It does so by placing in a single Administrator most 
of the functions of the present Board of Directors, by transferring 
the remaining functions to a new Loan Policy Board and a Review 
Board and by providing specific safeguards on lending operations. 
The basic authority of the Corporation as well as its dependent status 
remains unchanged. 

The Corporation today has four major types of responsibilities, 
including several responsibilities delegated or assigned to it by the 
President. 

First, under section 4 (a) of the basic statute, it makes direct loans 
and participates in loans of private lenders to business enterprises, 
financial institutions, and public agencies when the financial assistance 
is not otherwise available on reasonable terms. In addition, it has 
limited authority to make loans in cases of floods and other disasters. 

The CHarrman. Come in, Congressman Spence. We are glad to 
have you. 
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Mr. Lawron. Mr. Chairman, I will gladly withdraw. 

The Cuatrman. How is your time, Mr. Congressman ? 

Mr. Srence. Continue with the witness. 

The Cuamman. Thank you, Congressman. Will you not have a 
seat here ¢ 

Mr. Speence. Thank you. 

The Cuarmman. Continue, Mr. Lawton. 

Mr. Lawton. Second, it is continuing to admmister a number of 
major national-defense programs first authorized prior to or during 
World War II. These include the production and sale of synthetic 
rubber and abaea fiber, the purchase, production, and sale of tin, and 
the management, operation, and liquidation of defense plants, inven- 
tories, and loans arising from its World War II responsibilities as 
well as those of the Smaller War Plants Corporation. 

Third, under the Defense Production Act of 1950, the Corpora- 
tion, upon certification by the Defense Production Administrator or 
the Secretary of Agriculture, makes loans to private businesses for 
expansion of capacity, development of technological processes, and 
the production of essential materials. 

Fourth, under the Federal Civil Defense Act of 1950, the Corpora- 
tion, upon certification by the Federal Civil Defense Administrator, 
makes loans for civil defense projects. 

The Commission on Organization of the Executive Branch of the 
Government recommended unanimously that the Reconstruction 
Finance Corporation be brought mto the departmental structure of 
the executive branch. A majority of Commissioners favored transfer 
to the Treasury Department, while a minority preferred the Depart- 
ment of Commerce. Reorganization Plan No, 24 of 1950, transferring 
the Corporation to the Department of Commerce, was rejected. 

One of the principal reasons given for the rejection of plan No. 24 
by the Senate was the fact that the subcommittee reviewing the Re- 
construction Finance Corporation had not yet formulated its conclu- 
sions. Recently this subcommittee strongly recommended a funda- 
mental reorganization of the management of the Corporation in order 
“to strengthen the management of the Reconstruction Finance Cor- 
poration and in this way to enhance its true usefulness during the 
difficult periods which lie ahead of the Nation.” 

Reorganization Plan No. 1 has as its major purpose the strengthen- 
ing of the management and administration of the Corporation. It 
does so by placing all authority over specific leans as well as over the 
administration of both lending and nonlending activities of the Cor- 
poration in a single administrator. The present Board of Directors 
would be abolished. Thus there would be a clear line of authority 
and accountability within the Corporation. The administrator would 
have sole responsibility and accountability for the day-to-day adminis- 
tration of the activities of the Corporation. These steps would apply 
to the Corporation the basic principles adopted in the case of most 
other Government agencies in the reorganization plans which became 
effective last year. 

Furthermore, under the plan a new Loan Policy Board would be 
created, consisting of the Administrator as chairman, the Deputy 
Administrator as vice chairman, the Secretary of the Treasury, the 
Secretary of Commerce, and one other member designated by the 
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President from among the existing officers of the Governmert, who 
are required to be appointed by and with the advice and consent of the 
Senate. This Board, unlike the present Board of Directors of the 
Corporation, would not. sit full time, nor would it have authority to 
pass upon individual loan applications. Rather, like the Board of 
Directors of most large private corporations, as well as that of most 
other Government enterprises, it would establish the general policies 
governing the handling of applications for financial assistance. In 
establishing these general policies, it would be directed to give par- 
ticular emphasis to the public mterest involved in the Corporation’s 
lending policies and to coordination of its functions with the other 
activities and policies of the Government. 

The membership of the Loan Policy Board is designed to meet both 
of these specific responsibilities. The Secretary of Commerce has the 
major responsibility for the Government of administering in the public 
interest Government programs for nonfinancial aids to business and 
can therefore be expected to aid in coordinating the financial aids and 
nonfinancial aids to business. Asa Cabinet officer with major responsi- 
bilities in the fiscal field, the Secretary of the Treasury can help assure 
full recognition of the public interest in this respect in the lending 
policies adopted by the Corporation. 

The historically broad and changing responsibilities of the Cor- 
poration make it particularly desirable for there to be corresponding 
flexibility in the membership of its policymaking Board. The plan 
would accomplish this by authorizing the President to designate a 
fifth member of the Board from among other Government officers ap- 
pointed by him and confirmed by the Senate. This designation could 
be changed from time to time as the needs for interagency coordina- 
tion shift. In a defense emergency lke the present, it would appear 
appropriate for the fifth member of the Loan Policy Board to represent 
a defense mobilization agency, for example, the Defense Production 
Administrator. In more normal periods, designation of the fifth mem- 
ber on the Loan Policy Board should be reviewed to permit more ef- 
fective coordination with programs which would then assume major 
significance for the Corporation’s operations. 

Finally, the plan requires all loans totaling in excess of $100,000 for 
any one borrower to be considered by a review board designated by the 
Administrator from among the Corporation’s personnel. As an ad- 
ditional safeguard, it requires the Administrator in all cases in which 
he reverses the recommendations of the review board to place a memo- 
randum in the Corporation’s records giving his reasons. This proce- 
dure in part expands and formalizes a procedure already initiated by 
the Corporation. It makes sure that the Administrator has available 
before granting or denying any large loan the best judgment of quali- 
fied staff. 

In summary, Reorganization Plan No. 1 incorporates the best fea- 
tures in several proposals for strengthening the Reconstruction Fi- 
nance Corporation. It vests all responsibility for administration as 
well as for decisions on specific loans in a single Administrator. It 
provides for a Loan Policy Board to determine general lending poli- 
cies in the public interest. It retains the independent status of the 
Corporation, but provides for improved coordination with other Fed- 
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eral programs. It assures that adequate technical review is given to 
all major loan transactions. These provisions, in my judgment, 

would substantially increase the efficiency of the Corporation and its 
contribution to the public interest. I, therefore, strongly recommend 
that the Congress permit Reorganization Plan No. 1 to become effec- 

tive. 

The Cuatrman. Mr. Riehlman ? 

Mr. Rireutm wn. Mr. Lawton, on the second page of your testimony, 
or beginning in the last paragraph on the first page and following 
over to the second, you are dealing with some of the activities of the 
Reconstruction Finance C orporation and also its dealings with the 
loans that were made by the Smaller War Plants Corpor ation during 
World War IT. 

Mr. Lawton. That is correct ; the liquidation of those loans. 

Mr. Rrentman. Yes; the liquidation of them. 

While you were here this morning, prior to your testimony, I dis- 
cussed with you a bit the possibilities of reestablishing the ‘Smaller 
War Plants Corporation and told you of the interest in the Small 
Business Committee in the Senate and the House, too. 

Do you feel that the Smaller War Plants Corporation at this time 
has a specific job that it can do for the betterment of small business 
with the Reconstruction Finance Corporation doing its duty in making 
loans for the same purpose ¢ 

Mr. Lawton. I have not looked into it enough to give you a “Yes 
or No” answer to that. 

I might point out just one thing. Looking at this, after I talked 
to you, I noted that the outstanding loans as of December 31, the 
direct business loans of RFC, the average loan is somewhere in the 
neighborhood of $60,000. 

In the old Smaller War Plants Corporation loans now being liqui- 
dated by RFC, the average loan was somewhere around $40,000—I 
mean the outstanding loans. So, on the average basis there is not 
a great deal of difference in the monetary value. There is a 50 
percent difference between the present outstanding loans of Smaller 
War Plants Corporation and outstanding loans of the RFC. That is, 
business loans. I am not talking of transport tation loans or any others. 
So, there is a real question whether RFC is not in a sense serving a need 
for loans to small business. They do have a small business group in 
the RFC which, of course, has an interest in and passes on loans to 
small business. 

That question is one which your committe decides, whether the need 
is really being met. If it is not being met, there ought to be some 
method devised for insur ing that small business can participate in the 
war effort as well as large business. 

Mr. Rieuiman. Let me follow that up with this question: If the 
Smaller War Plants Corporation were reestablished, would there be 
need for the RFC? 

Mr. Lawton. Yes, there would. The RFC has a loan function that 
in many cases, and particularly in the cases of defense production 
loans, deals with loans that could in no way be called small business 
loans. 

Mr. Riruitman. And in normal times there would be no Corpora- 
tion available to make loans to small industry. Is that your thinking 
on that? 
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Mr. Lawton, Well, I think the RFC is available for that purpose. 
Whether it. has exercised it to the extent that you may believe desirable 
is something else again. 

Mr. Rreniman. Yes. 

That is all I have. 

The Cuarman. Mr. Holifield ? 

Mr. Hourrevp. Mr. Chairman, I think Mr. Riehiman brought up 
a very important point there, and I think if we go back and consider 
what the policy of the Smaller War Plants Defense Corporation was, 
we will find that it operated quite a bit more liberally in extension 
of credit than the RFC does. 

There is an average rule-of-thumb down at the RFC that a small 
businessman must put 50 percent, against 50 percent loan, as I under- 
stand. And in the Smaller War Plants Defense Corporation they 
finance, according to the defense need, sometimes as much as 100 per- 
cent, or 90 or 100 percent. That was, I believe, the substantial dif- 
ference rather than the average amount of loans that were made—the 
Smaller War Plants Corporation being more liberal in its lending 
policy, but it was confined to the one thing, which was the needs of 
the defense. Is that not true, Mr. Lawton ? 

Mr. Lawron. I think it was primarily set up for the purpose of 
helping small business participate, when credit was not available 
elsewhere,- either through private banks or even perhaps under the 
RFC standards at that time. 

Mr. Hourrieip. That is right; it was more liberal than the standards 
of the RFC. 

Mr. Lawton. It was an effort to provide financing on a better basis 
for small plants. 

Mr. Houirtetp. More liberal. 

Mr. Lawton. More liberal. 

The CuatrmMan, Mr. Lanham? 

Mr. Lanuam. No questions. 

The CuatrmMan. Mr. Hardy? 

Mr. Harpy. I believe you gave some figures there as to the percent- 
age of the relatively smaller loans. Did you not say that was $60,000 ? 

Mr. Lawron. The average. 

Mr. Harpy. Isthat the average of all the loans? 

Mr. Lawron. Business loans. 

Mr. Harpy. I mean of all business loans. 

Mr. Lawron. Outstanding, December 31, 1950. 

Mr. Harpy. Do you have any figure, or can you recall offhand any 
figure, indicating the percentage of loans that are actually made to 
small business? I am just following along that same line. It has 
been my experience that the small-business operator has found it 
almost impossible to do any good with RFC. 

Mr. Lawvon. I have some figures here. These are just applications 
approved in the Washington office. This is during 1950. For loans 
of $100,000 or less, there were 331 loans approved in the Washington 
office. That does not include the field office loans because in field 
offices the field manager can approve loans of less than that amount 
also. This is just in the Washington office, and those were all reviewed 
through this small-business division here. 

Mr. Harpy. Three hundred and thirty-one loans? 

Mr. Lawron. Yes. 
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Mr. Harpy. While that was going on, how many loans did they 
approve for big business operation ¢ 

Mr. Lawron. Tour hundred and eighty-eight in direct loans in the 
Washington office. 

Mr. peste Now, that is a very interesting picture. Of course, to 
start with, you have a lot more ‘big loans or big business loans ap- 
proved than you have small- business loans? 

Mr. Lawton. There were in total 5,506 loans approved in the RFC 
altogether as business loans. That is both direct and immediate par- 
ticipation, and these deferred participation loans. 

Mr. Harpy. Is it correct, sir, that 448 is the total of all loans that 
were made to so-called big business ? 

Mr. Lawton. No, that is the figure that I have for the ones approved 
in the Washington office. It affects all those over $100,000. If they 
made a loan of less than that amount to big business, it would be out- 
side. If you are teiking of loans of over $100,000, those are the loans. 

Mr. Harpy. So there were a little over 5,000 loans made the country 
over that would have been under $100,000? 

Mr. Lawton. Loans and participations. That is where they join 
with the banks: they participate with the banks in the loans, too. 

Mr. Harpy. I understand. That is under this guarantee part. 

Mr. Lawron. Yes. The bulk of them were direct loans. 

Mr. Harpy. In effect, it isan RFC loan. You might have a small 
contractor, a relatively small contractor, who gets into a pretty big 
construction job, and he goes to his bank to get an RFC-insured loan. 
Now, if it ran over $100,000, even though he is a relatively small 
contractor, it would be.a participating loan where the bank partici- 
pated in it. But that would fall in this 488, if it was over $100,000? 

Mr. Lawton. That is right. On participations, there is a little 
different rule. If the total amount is over $350,000, if the RFC part 
is over $100,000; ves. If the total amount was over $350,000, in any 
event it would come to Washington. There were about 114. There 
were 30 of those where the participation loans were made, in which 
the total amount was over $350,000; 84 in which it was less. 

Mr. Harvy. Then, if they were less than $350,000, that type of loan 
might have been included in your 5,000 under $100,000 ¢ 

Mr. Lawton. Yes. 

Mr. Harpy. Well, this would indicate then that if this plan had 
been in operation last year, there would have been 488 loans subject 
to review by the review ‘board. 

Mr. Lawton. Yes, sir; that would be about it. 

Mr. Harpy. And there would have been something over 5,000 that 
the Administrator would have approved directly without any review. 

Mr. Lawton. The bulk of those would be approved in the field by 
the field managers under this plan. 

Mr. Houirrevp. Will the gentleman yield? 

Mr. Harpy. Yes. 

Mr. Houtrtevp. It is true they have review boards in the field offices, 
too? 

Mr. Lawton. Yes. 

Mr. Hortrretp. There is a review board drawn from industry, com- 
pletely outside of Government, that passes on those ? 

Mr. Harpy. Wait a minute. Let me understand just exactly how 
this thing does work in the field. I am not aware of the fact that 
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the average one of these loans that would fall in the 5,000 group would 
have the approval of anybody except RFC personnel. Would it? 

Mr. Lawton. I cannot answer that question. Iam not sure. 

Mr. Harpy. Is there anybody here that can answer that, other than 
the members of the committee / 

Mr. Hourrrevp. We have had testimony to that effect to the 
committee. 

Mr. Lawton. They do have local advisory committees; I know that. 
Those committees do not have the right to actually decide on loans, 
I understand. 

Mr. Harpy. That is just the point. I cannot conceive of anybody 
outside of a direct connection with the RFC approving or disapprov- 
ing a loan. There might be some advice or collaboration which, in- 
cidentally, might. bring a little collusion to the disadvantage of the 
prospective borrower, for that matter, if they happened to be a com- 
petitor who had an interest in this industry review group. 

Mr. Lawton. If the loan is turned down, it comes to Washington. 

Mr. Harpy. Anyway, there would be absolute blanket authority for 
over 5,000 of the loans approved last year if this plan had been in 
effect then ? 

Mr. Lawton. There is authority for that, yes; except in the case of 
refusals, The refusals have to come to Washington. That is present 
practice and will continue to be the practice. 

Mr. Harpy. It would like to follow the procedure which this plan 
would contemplate through, if it might. The first thing, you have a 
Loan Policy Committee and that Committee simply established a 

olicy under which the Administrator would be presumed to operate; 
is that right ? 

Mr. Lawton. That is correct; they would establish the general pol- 
icies under which the loans would or would not be granted. 

Mr. Harpy. Then, it would be up to the Administrator to carry out 
those policies. I do not know what would happen if he should de- 
cide that policy was not right with sas to a particular loan. But 
at any rate we presume that he would operate under that policy. 
Then, if a loan is under $100,000, he would have complete authority 
to approve it. If the loan was over $100,000, it would be subject to 
review by a board within his own agency; is that right? 

Mr. Lawron. Which he would have the right to decide with or 
against. If he reversed the decision of the Board, he would then 
have to file a memorandum, He would still have the authority com- 
plete to decide, but he would have a recommendation of the Review 
Board. 

Mr. Harpy. That is just exactly the point I want to raise with you. 
What real value would that Review Board serve ? 

Every member would be subordinate to the Administrator, would 
he not? 

Mr. Lawton. They would be members of the RFC staff. 

Mr. Harpy. They would be members of his staff, and they would be 
subordinate to him and subject to his pleasure; subject, of course, to 
civil-service regulations, I presume, would they not ? 

Mr. Lawton. Yes; they would be subject to whatever regulations 
govern the appointment. 

Mr. Harpy. If the Administrator had a personal feeling about a 
loan, his influence would carry considerable weight with the members 
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of the Board. I am not talking about personalities at all; I am just 
talking about the effect of the thing. An Administrator with a group 
of people reviewing these loans under him, if he should happen to 
have a personal interest in a particular loan, it would be pretty hard 
for the Review Board to even recommend against him; would it not? 

Mr. Lawton. No; I do not believe so. It depends, of course, on 
whether they have got any spine or not. 

Mr. Harpy. We are not talking about spine. You know what kind 
of a system we have. I know of a lot of people among them who have 
a lot of spine, but I also know that the boss’ attitude carries an awful 
lot of weight. 

Mr. Lawron. I think the protection in here is that it requires a 
Review Board to make a finding, make a recommendation, and if 
there is a disagreement with that recommendation, then the Adminis- 
trator has to file a memorandum. They do have the protection, cer- 
tainly, I think, that if this were completely disregarded, that they 
certainly could create enough trouble on that issue to protect them- 
selves and to get the Administrator in trouble. 

Mr. Harpy. My only purpose in bringing up this point is that I was 
just wondering how frequently we would be likely to expect there 
would be any occasion for the Administrator to differ with the Review 
Board. My opinion is they probably have not much more than window 
dressing here. 

Mr. Hoxtrretp. Will the gentleman yield ? 

Mr. Harpy. Go ahead. 

Mr. Houtrreip. The testimony shows that the bad loans that were 
made by RFC were made in contradiction to the present Review Board 
and that the Review Board had disqualified those loans and the 
RFC Board went ahead and made the loans notwithstanding the 
Review Board’s adverse decision. So that would lead us to believe 
that the Review Board previously had acted independently and had 
been overridden by the Administrative Board. 

Mr. Harpy. I do not want to be misunderstood. I am not opposing 
the plan but raising the question as to what is really the value of 
this procedure. 

Mr. Hottrretp. That testimony was given. And furthermore the 
local advisory board on loans under $100,000 in the regional offices 
were pulled from among representative independent businessmen, 
and that their advice Seite be overridden, of course, or could be com- 
plied with. But to a certain extent, it is a parallel to the Washington 
Review Board. 

Mr. Harpy. I just noticed that the Policy Board would have no re- 
sponsibility with respect to any individual loans. 

Mr. HoriFtevp. That is correct. 

Mr. Harpy. That is all, Mr. Chairman. 

The Cuarrman. Mr. Karsten? 

Mr. Karsten. The members of that Board would be available to any 
Senate committee that might want to call them later on, would they 
not? 

Mr. Lawron. Certainly. 

Mr. Karsten. I have one other question I would like to ask. 

The statement has been made that the Reconstruction Finance Cor- 
poration has made about $600,000,000, The witness that just preceded 
you said the RFC was losing money. Would you, as budget officer 
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of the Government, have any information you could give us to sub- 
stantiate either statement that was made, whether they were losing 
money or making money, or breaking even ? 

Mr. Lawron. Well, I do not believe you can make a positive state- 
ment on that one way or the other. You remember the RFC in its 
initial loans made loans to municipalities or rather States and munic- 
ipalities for relief purposes, which Congress wrote completely off the 
books and did not require repayment. Which way do you count that? 
Do you wash them out, er don’t you wash them out ? 

r. Karsten. Loans of that kind, where Congress has forgiven pay- 
ment, you certainly could not count that. 

Mr. Lawton. I am not in position, certainly right at the moment, 
to make a direct statement whether they did or did not make money. 
I know that certain loans through action of the Congress were writ- 
ten off, and they canceled a lot of the loans that were made during 
wartime where they were loans that were for purposes directly con- 
nected with the war effort—authorizations were given to cancel notes. 

Mr. Karsten. That would include disaster loans, floods, and that 
sort of thing, would it not? 

Mr. Lawron. It included a lot. 

Mr. Meaper. Would the gentleman yield? 

Mr. Karsten. Yes. 

Mr. Meaper. There are a series of hearings which were held by 
the Fulbright committee last spring that went into that. I have a 
copy of the hearings on that subject and will be glad to send it up to 
you. The principal question is whether or not as part of its costs 
RFC should charge the 2 percent interest that the Treasury pays when 
it borrows the money from the public. If you include that as cost of 
operation, RFC lost money, and if you say RFC does not have to pay 
interest on that money which it gets from the Treasury, which costs 
the Treasury 2 percent, FRC shows a profit. 

Mr. Lanuam. Will the gentleman yield? 

Mr. Meaper. Yes, sir. 

Mr. Lanuam. This was not intended as a money-making institu- 
tion, was it, Mr. Lawton, but to serve a purpose and to bring financial 
assistance where it was needed in the hope incidentally that no money 
would be lost ? 

Mr. Harpy. That is right. 

Mr. Lanuam,. But not as a money-making institution. 

Mr. Lawron. Certainly, in the original birth of RFC, and in the 
first. initial loans and the original purposes for which loans were made 
during 1932 and 1933, it was not contemplated it would be a money- 
making institution. 

The Cuatrman. Mr. Brownson. 

Mr. Brownson. Just one point. I have been very happy to notice 
a great deal of interest on the part of the committee in the small- 

‘business problems. There is one place I think that RFC may also 
work against the small business it intends to help, and that is by mak- 
ing loans to prime contractors to allow them to retool. You quite 
often find their inclination to deal through subcontractors, which 
seems to be about the only part of this defense program which is cur- 
rently open to small business, is sometimes hurt seriously that way. 
Do you have any comment on that at all? Have you noticed any 
tendency in one direction or the other? In other words, if the prime 
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contractor can retool to fill a contract with RFC loans, he goes ahead 
and retools and that puts out of business several small machine shops, 
family operations, who otherwise would be able to subcontract that 
part for him, beeause it is much simpler from an administrative 
standpoint for him to have it all under one roof where he can control 
it than it is to subcontract. So there is one field where I think RFC 
operates today in an area that could be very dangerous to small busi- 
ness if it is not watched. 

Mr. Burnsipe. Will the gentleman yield? I think I can throw a 
little light on it. 

Mr. Brownson. Yes. 

Mr. Burnsipr. The Army has issued several new pamphlets which 
might be helpful to some small-business men and all of us, whereby 
they allow a number of small-business men to combine their facilities. 
The Armed Services Procurement Information Service has done an 
excellent job along these lines. Colonel Kait and Colonel Eubanks 
will be glad to help any one of us. I can give you their Pentagon 
telephone number after the hearing. 

Mr. Brownson. A sort of factoring operation ? 

Mr. Burnsipe. It allows them to combine not in restraint of trade 
but in help of trade. 

Mr. Brownson. What pamphlets are they; do you know offhand? 

Mr. Burnsive. If you will get in touch with Colonel Kait or Colonel 
Eubanks I am certain they can send you copies. 

Mr. Brownson. Thank you. 

The CHarrman. Mr. Curtis. 

Mr. Curris. Mr. Lawton, you may have heard Mr. McCormick 
testify that in the opinion of the Citizens Committee on the Hoover 
Report the need is for a council to coordinate over-all lending policies 
of the Government, and I presume in your capacity you have thought 
of that quite a bit, have you not? 

Mr. Lawron. I know there have been various suggestions made at 
different times on that general subject, but I frankly have come to no 
opinion on it at all. 

Mr. Curtis. I see. Now, the Chairman, Mr. Dawson, suggests that 
in the bill this provision for the Loan Policy Board consisting of the 
Administrator, Deputy Administrator, Secretary of Treasury, Sec- 
retary of Commerce, and one other member, might fill that need. I 
wondered if you could comment on that. 

Mr. Lawton. I am not sure that that would be broad enough to meet 
some of the needs that have been suggested in connection with the 
Monetary Board, Monetary Council. Most of the suggestions that 
I have seen have included a number of other people who are in the 
credit field, such as the Federal Reserve Board, the Secretary of Agri- 
culture, and the Housing and Home Finance Administrator. Some of 
them have included the Veterans’ Administrator, but they have in- 
cluded a wide group of Government agencies which are involved in 
credit fields of different kinds. This would not be as broad as has been 
suggested in some of those other bills or statements or suggestions. 

Mr. Curtis. I presume that, too, would include such indirect lending 
policies as certificates of necessity and other forms of tax benefits. 
Do you know whether that is contemplated in this talk of an over-all 
council for coordination %, 
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Mr. Lawron. I do not know. I have not seen any of the late pro- 
posals on that at all. 

Mr. Curtis. Now, Mr. Lawton, did you assist in the preparation of 
this reorganization plan ? 

Mr. Lawton. Yes, sir. 

Mr. Curtis. And how long has that been under study before it was 
submitted on February 19? : 

Mr. Lawton. This particular plan? 

Mr. Curtis. Yes, sir. 

Mr. Lawron. I would say that was probably about a week or 10 
days. The RFC has been under study, of course, at various times in 
connection with reorganization for several years. As a matter of fact, 
since the Hoover Commission report there was a study on every 
recommendation made. There was one prior recommendation made 
in connection with the reorganization of the RFC. We have looked 
into some of the reorganization proposals for a longer period than 
I have mentioned, this year. There were discussions of whether it 
ought to go to a department, which department it should go to, or 
whether to adopt some other arrangement. The plan here really 
actually followed the Fulbright committee interim report. 

Mr. Curtis. These recent hearings that are still going on, as a 
matter of fact, in the Congress, were those considered, some of the 
findings, in your preparation of this plan ? 

Mr. Lawron. The organizational recommendations were. 

Mr. Curtis. Organizational recommendations ¢ 

Mr. Lawton. That is all this plan can do. 

Mr. Curtis. Was there any thought of waiting until the congres- 
sional hearings were finished to get a 0 i recommendation before 
setting up a proposed reorganization plan ? 

Mr. Lawton. Well, the committee, as you know, issued a report, 
Report No. 76, and introduced two bills. The chairman of the sub- 
committee introduced two bills, S. 514 and S. 515. In their report 
they proposed the vesting of the management of the Corporation in 
a single Governor to take the place of the present five-man Board of 
Directors. The committee discussed at some length on the first several 
pages of its report that method of organization of the RFC. This plan 
represents some modification of that in the fact that it has a Loan 
Policy Board in there and the requirement for a Review Board. 

Mr. Curtis. Now, these recommendations of the Citizens Com- 
mittee and of the Hoover Commission itself, which were not included 
in there, I presume those were considered, were they not, when you 
beipered this plan and rejected for some reason or other? 

r. Lawton. Those dealing with organization ? 

Mr. Curtis. That is what I mean. 

Mr. Lawron. Not those dealing with the question of substance of 
the lending authorities of the RFC, because they are not subject to 
reorganization. 

Mr. Curtis. I am thinking of organizationally. 

Mr. Lawron. Organizationally, yes, they were considered. 

They were considered last year and this vear. 

Mr. Curtis. And again this year. I was just wordering whether 
you thought in your opinion, at any rate, there might be some ad- 
vantage in waiting until the full study is made of the administration 
of the RFC, which is now being done in Congress, before proceeding 
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to an actual adoption of a reorganization plan. What is your view 
on that? 

Mr. Lawron. I do not believe it would be necessary. As a matter 
of fact, I think one of the members of that committee or subcommittee 
was over here and spoke for the other members. He felt that we 
could make this move now, and if decisions were made as to what 
functions the RFC should perform, then those could be well per- 
formed within this framework just as they could within the existing 
framework, in fact, better performed in this framework than could be 
in the existing framework. 

Mr. Curtis. What has been disturbing me, Mr. Lawton, and I 
wonder if you would comment on it, is several of the witnesses have 
stated that the main reason they think a reorganization should be 
done right now is a morale problem on the part of the people in the 
RFC. And it worries me. If that is the main reason for going ahead 
immediately, we might go ahead hastily and in the long run not come 
out with the best reorganization plan. I wonder if you would comment 
on that. 

Mr. Lawton. I do not believe you could consider it to be hasty, 
if you remember that the committee that made the interim report 
has been studying this for a year. The question-is. whether you 
live longer with the situation which has apparently proven unsat- 
isfactory to the Congress and to the President, or whether you attempt 
to make a change and get the advantage of improvement. I would go 
for making the change and getting an improved structure. 

Mr. Harpy. Will the gentleman yield right there ¢ 

Mr. Curtis. Yes. 

Mr. Harpy. This unsatisfactory performance that you have re- 
ferred to, is that due to the structural arrangement or is that due to 
personalities ? 

Mr. Lawron. I would think it is perhaps both. But I would 
not want to say that you can get good operation with any structure 
with poor administration of that organization. I certainly would 
not make a statement that an organizational change cures every ill. 
But I will make the statement that given a proper organizational 
framework, a good organizational framework, that there is the 
opportunity to do a good job. 

Mr. Harpy. There was a time when under the present structural 
carrangements RFC performed very creditably apparently. Now, if 
this is a means of accomplishing a change in personalities, and if it 
is necessary to go through this sort of thing for that purpose, and that 
is where our trouble is, all well and good. I think we have got to do 
something. I do not think there is any question about that. But I 
just wonder whether this difficulty is really one of the structural 
arrangement of the organization, as such, or whether it derives from 
other factors, and whether this is just an indirect approach to accom- 
plishing the desired end. 

Mr. Lawton. I do not believe it is an indirect approach. The whole 
question of organization has been studied by various groups. All 
recommended movement of this under some direction from a single 
source—the Hoover Commission saying put it under a Cabinet officer, 
the Fulbright group saying leave it independent but put in under 
a single Administrator. 

Mr. Karsten. This is in agreement with modern recommendations. 
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Mr. Lawron. In the old days RFC was under the Federal Loan 
Administrator. 

Mr. Karsten. This is in keeping with modern recommendations? 

Mr. Lawron. It is in keeping with the thesis and theory of the 
Hoover Commission reports generally, and particularly that part that 
is quoted in the subcommittee’s report, that administration by plural 
executive is generally regarded as inefficient. That is a Hoover Com- 
mission statement which was picked up and put in the report by the 
Fulbright committee. 

The Cyairman. Thank you, Mr. Lawton. I will take advantage 
of your offer to withdraw from the witness stand in favor of Mr. 
Spence. 

Mr. Horrman. Mr. Dawson, may I ask him a question? 

The Cuatrman. He will be recalled, Mr. Hoffman. Mr. Spence is 
here. 

We are happy, indeed, to have a Member of our body, a very dis- 
tinguished Member from Kentucky, Congressman Brent Spence, 
chairman of our Committee oy Banking and Currency, who has 
consented to come over and testify on this plan or give us his views. 


STATEMENT OF HON. BRENT SPENCE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF KENTUCKY 


Mr. Spence. I came here at the request of your chairman to express 
my views with regard to Reorganization Plan No. 1. I have not 
brought any statistics or details, and my finding is not the result 
of deep study, but I am strongly convinced that the adoption of this 
plan would strengthen the Reconstruction Finance Corporation. 

I think in every financial institution there ought to be centralization 
of responsibility. Diffusion of responsibility is a bad thing. This 
centralizes the responsibility in the appointment of an Administrator 
who has all the powers now delegated to the Board, with certain 
exceptions. 

I think the value of that has been demonstrated when Jesse Jones 
was Chairman. We did not delegate these powers to Jesse Jones, but 
he took them. He came before the Banking and Currency Committee 
frequently. Sometimes he brought Claude Hamilton, his general 
counsel, with him, and later John Goodloe, and sometimes he came 
alone. He did not come with prepared statements and a great lot of 
statistics; he came up and plainly said what he was doing and what he 
wanted, and he usually got it. I think this plan will probably accom- 
plish the same purpose. 

Of course, you will have to have able men to administer it, but the 
Loan Policy Committee, I think, is a good thing. You have heard 
more about that than I have—and also the Review Board. I think they 
are all things that will strengthen the Reconstruction Finance Cor- 
poration. 

The Reconstruction Finance Corporation has had a distinguished 
career of public service in the past. I remember it came out of our. 
committee in 1932. Then we were in the depths of a depression. It 
was organized primarily to bail out the railroads, the insurance com- 
panies, and the banks, and it did it. 

I remember after the banking holiday when all the banks were 
closed,-how the Reconstruction Finance Corporation bought their 
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capital notes and their preferred stock. They were reorganized, those 
that could be reorganized. And shortly after that the Federal De- 
poist Insurance Corporation law was passed, and we have had very 
few bank failures since that time. So the Reconstruction Finance 
Corporation in the past has done a great service, and I think it will be 
very desirable to pass this law. 

Shakespeare says: 

The evil that men do lives after them but the good is oft interred with their 
bones. 

A corporation being an artificial person, I suppose that also applies 
to it. 

I do not propose we just brush off the Reconstruction Finance 
Corporation as a useless organization without a good deal of con- 
sideration, and I think in doing that we should consider the services it 
has rendered. 

You have heard more of the details than I can give you, and this 
opinion is just my opinion. It may be a superficial opinion, but I will 
take pleasure in voting for the reorganization plan when it is sub- 
mitted to the House. 

The Cuamman. Mr. Riehlman? 

Mr. RreutMan. No questions. 

The Cuarmman. Mr. Hardy? 

Mr. Harpy. No questions. 

The Cuatrman. Mr. Holifield? 

Mr. Houirretp. No questions. 

The Cuarrman. Mr. Lanham? 

Mr. Lanuam. Just one statement in connection with what the dis- 
tinguished Congressman has said, and without approving or con- 
doning in any way the unsavory things that have been brought to 
light recently. I want to say in my own district the Corporation has 
really done a fine job for small business, too. It has made many 
loans from $25,000 to $100,000 that have kept people employed and 
prevented the failure of small corporations. Under its competent 
regional representative, Mr. Mike Everett, it.has been ably and fairly 
administered in Georgia. 

Mr. Sprence. I agree with the gentleman. 

The Cuarrman. Mr. Hov:man? 

Mr. Horrman. No questions. 

The CHatrman. Mr. Hardy ? 

Mr. Harpy. Mr. Spence, I am interested in your observation, with 
which we all agree, that you have to get good men. I take it that it 
would be your feeling it would be easier to get one good man as an 
Administrator than to get five good men for the Board. 

Mr. Spence. It is probably easier to get one good man. It seems 
to me in this great country of ours you might get five good men, but 
the responsibility ought to be placed in one man. And when that 
man has that responsibility, has that authority, which means responsi- 
bility, and when he has to give an opinion in writing for what he has 
‘done, I think that is a very good thing. Courts write the opinions 
and give reasons for their judgments, and we have great respect for 
the courts because of that fact. I think. it isa fine thing to make every 
public official, if he has to decide questions, let the people know why 
he decides them the way he does. 
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Mr. Harpy. You do not have one man sitting on the Supreme Court. 

Mr. Srence. You do not, but that is a judicial function and this is 

administrative. 

The Cuatrman. Mr. Karsten? 

Mr. Karsten. No questions. 

The Cuarrman. Mr. Brownson ? 

Mr. Brownson. No questions. 

The Cuarrman. Mr. Curtis? 

Mr. Curtis. No. 

The Cuarrman. Mr. Bonner? 

Mr. Bonner. No. 

The Cuarrman. Mr. Lantaff? 

Mr. Lantarr. No questions. 

The CuatrMan. Mr. Burnside? 

Mr. Burnsing. No. 

The Cuarrman. Mr. Bolling? 

Mr. Bourne. No. 

The Caatrman. Mr. Dorn? 

Mr. Dorn. No. 

The Cuarrman. Mr. Bush? 

Mr. Busu. No questions. 

The Cuamrman. Mr. McVey? I want to apologize, Mr. McVey, 
sometimes I cannot see you when Mr. Meader is sitting in front of you. 

Mr. McVey. That isright. I cannot see you either. 

The CuarrMan. Mrs. Church ? 

Mrs. Cuurcu. No questions. 

The CuamrMan. We are certainly happy to have you, Congress- 
man. I thought it would be well to invite our distinguished chairman 
of the Banking and Currency Committee, out of ‘whose committee 
this matter first came and who had to deal with it through the years. 
We are happy; indeed, to have had this contribution. 

Mr. Srence. Mr. Chairman, I do not know that my views have any 
w eight. I want to thank the committee for their consideration and 
the fact that they have not cross-examined me. I do not like cross- 
examination. 

The Cirairman. Thank you so much. 

I want to say, gentlemen, we do not want to vote on this matter 
this morning. “Mr. Bonner does have a subcommittee meeting with 
many witnesses brought from afar. I am saying that in or der that 
you may take that into consideration, because I can stay here as long 
as the next one and will stay. 

Mr. Lawton, I thank you so much for yielding to the Congressman. 


FURTHER STATEMENT OF FREDERICK J. LAWTON, DIRECTOR, 
BUREAU OF THE BUDGET 


The Cuamrman. Mr. Bonner, do you have any questions ? 

Mr. Bonner. No. 

The CHarrMan. Mr. Hoffman? 

Mr. Horrman. Yes. 

Do you recall that we had the Home Loan Board, the Home Loan 
Corporation matter up one time before the committee, and at that 
time we had a single administrator—I think it was Mr. Fahey—and 
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the ae was put through to create a board. Now apparently we have 
the Board and want an Administrator. Have you any suggestion as 
to way we should have one in the one case and the other in this 
case 

Mr. Lawton. I think that it was a board originally, then it was 
transferred to a single administrator-type operation, then later Con- 
o— reenacted a lot of Housing legislation and reestablished the 

oard., 

Mr. Horrman, I do not get the idea why a board was good then 
but now is not good in a Government agency. 

Mr. Lawron. That was a matter that Congress decided. 

Mr. Horrman. Yes, I know, but did not plan No. 3 come down from 
the administration in 1947? That did away with the one adminis- 
trator and established a board. 

Mr. Lawton. It may have; I do not recall. 

Mr. HorrMan. Yes, it did. It is a matter of record. Why was the 
Board good then and the Administrator no good, and now we want 
to say that the Board is not the thing to have and we must now have an 
Administrator ? 

Mr. Lawron. In this case we feel since we have had that initial 
statement we have had a general expression of organizational view- 
point from the Hoover Commission with respect to single admin- 
istrators versus plural administration. We have had an expression 
from a congressional committee. We felt that in this case, as in the 
case of Rural Electrification and several other lending authorities with 
direct lending authority, operating under one man, where respon- 
sibility could be pinned definitely and correctly was a better operation 
than oe Board which had existed up to this point, or still exists 
in RFC. 

The Home Loan Bank Board is an administrative operation, it is 
true. It does not do direct lending, it deals with a group of banks 
which, in turn, are banks of rediscount. Its responsibility is dif- 
ferent from that of the RFC. 

Mr. Karsren. Under that single Administrator there was no guar- 
anty that the single Administrator would not be arbitrary in his 
decisions. You do have some safeguards in here that might prevent 
an arbitrary decision, it would seem to me. 

Mr. Horyman. You mean in the reports that the Review Board is 
to make and the Administrator if he differs with the Review Board? 

Mr. Karsten. That he is required to file. Now, take your Adminis- 
trator under the old HOLC Board could make a decision, and that 
was the gospel and the law from there on in. 

Mr. Horrman. That matter is still before the courts. 

Mr. Karsten. Yes. 

Mr. Horrman. Whether he can or whether he cannot. 

Mr. Karsten. I know. 

Mr. Horrman. Then, as I get your idea, this is an attempt to cen- 
tralize authority or responsibility ? 

Mr. Lawton. It does that. The plan does that. 

Mr. Horrman. Just tell me how it does that when you have the 
Policy Committee which makes the over-all rules for loans, consisting 
of the Administrator, the Deputy Administrator, and one other man 
appointed by the President, and then two cabinet officers, each of 
whom may delegate his authority to an individual who does not need 
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to be confirmed by the Senate and who is under no obligation under 
the plan to report to anybody? Where do you get any centralization 
of responsibility there? 

Mr. Lawton. The responsibility in making or rejecting a loan. 

Mr. Horrman. No. I am not talking about loans. ain talking 
about the Loan Policy Committee. 

Mr. Lawron. The Loan Policy Committee is composed of two cabi- 
net officers and the third member who is confirmed by the Senate, desig- 
nated by the President, the Administrator, and Deputy Administra- 
tor. They make the general policy. 

As to the designees, the designees of either of the Cabinet officers, 
or of the Presidential designees, all have the responsibility to their 
principal, to the person who delegated the responsibility. 

Mr. Horrman. Yes. 

Mr. Lawron. In other words, the Secretary of the Treasury cannot 
disown the actions of the person designated or delegated by him to 
attend the Board meeting or participate in the Board meeting. He 
has the responsibility for the action of the person whom he desig- 
nated and he cannot duck that responsibility. He has picked the man. 

Mr. Horrman. So has the President today the responsibility be- 
cause he designates these other fellows that are on the RFC now. My 
point is this: You say what you are after is centralization of author- 
ity and responsibility for that authority, and what I am calling your 
attention to is the fact that the Loan Policy Committee, composed of 
either Cabinet officers or those who have been designated by the Pres- 
ident and confirmed by the Senate, may without any restriction dele- 

ate the power which is granted them to some other individual, so that 
in the end, for example, if there is a bad loan, an outrageous loan, 
you go to the Administrator—that is the purpose of this bill, to go to 
the Administrator and say, “Listen, why did you make that loan?” 
He says, “Well, that comes under certain policy regulations which 
were made by these Cabinet officers and the three appointees of the 
President.” 

You go to them, and they say, “Well, we didn’t make it, the people 
we designated made it.” You are just as many degrees removed from 
responsibility under this thing as you are now. 

Mr. Lawron. No. 

Mr. Horrman. Well, it shows for itself. 

Mr. Lawron.. Oh, no. 

Mr. Horrman. You can argue all you want to, but that is the 
way it is. 

r. Lawton. The Loan Policy Board cannot pass on individual 
loans. 

Mr. Horrman. I did not say they could. I am not talking about 
that. I am talking about the establishment of broad general policies, 
for instance, as to who can obtain loans. 

Mr. Lawton. I thought you prefaced it by an outrageous loan being 
made. 

Mr. Horrman. That is right. For instance, they make a loan to 
a race track or place of ayausement, as has been charged—and I do 
not know anything about the merits of this thing—then they come 
back and say, “We had the right to make that loan. Not the Review- 
ing Board or the Loan Committee, but this came under general policy, 
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and we were authorized under general policy to make this class of 
loans,” 

Now, it might be possible that a loan to a hotel was entirely justified 
as a loan, but as a matter of policy a hotel might not be as necessary 
as some industrial plant during the war. 

The Crarrman. Mr. Lantaff? 

Mr. Lanrarr. No questions. 

The Cuarrman. Mr. Burnside? 

Mr. Burnsipe. I wonder if it is not a little different set-up, of 
course, than has been indicated a minute ago. Is not the present 
Board a bipartisan board ¢ 

Mr. Lawton. Yes, sir. 

Mr. Burnsiwe. So it would not be the same relationship to the 
President as has been indicated under the present set-up. Would 
the President be totally responsible for these members on the Board 
now ¢ 

Mr. Lawron. Well, the Senate has a share of it, of course, the re- 
sponsibility for members of the Board, since they have to confirm 
them. 

Mr. Burnsive. Is there a direct report back to the President by the 
Board members at present? If it is set up on a bipartisan basis, it 
is not political relationship, simply one party, but is it not two-party ? 

Mr. Lawron. Yes; there is a requirement that no more than three 
members be of one party. 

Mr. Burnsiwe. That is right. 

Mr. Lawton. But nevertheless the Board is in the executive branch. 

Mr. Burnsipe. It is in the executive branch, yes. 

Mr. Lawton. Under the President. The Administrator and the 
Deputy Administrator and members of the Loan Policy Board would 
be appointed and confirmed in the same manner as the present Board 
is, except there is not in this a requirement for bipartisan membership. 

Mr. Burnsipe. Yes. 

The CuHatrman. Mrs. Church ? 

Mrs. Cuurcu. I would like to ask a question just for information, if 

may, Mr. Lawton. 

Mr. Lawton. Surely. 

Mrs. Cuurcu. Within a wide range, which is impossible to narrow 
down, how often would you think this policy board would be meeting 
to make high top-level decisions on policy ? 

Mr. Lawron. I would think initially that the Board would meet 
rather frequently, probably at least weekly, for a while, but then after 
that its meetings would be less frequent, and they would occur when 
the general economic trend in the country might be showing a change, 
or where you move from a situation such as the present emergency into 
a more normal type of situation, that they would certainly want to 
change the emphasis on the lending policy with respect to defense at 
that time. 

Mrs. Cuurcu. What I was leading to was this: I could readily see 
why top men in Government positions could not without imposition be 

‘alled upon to serve in an administrative capacity, but when you come 
to something as important as the policy of RFC, would it not be 
possible, per haps, to require that the top men make the initial policies, 
with perhaps an arrangement for sending their proxy on a decision if 
they cannot be there themselves? 
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Mr. Lawron. I would think that in the beginning certainly _ 
will be the desire on the part of the top men to attend personally 
many meetings as they can. I would think that they would feel : a 
considerable degree of responsibility and would act on that responsi- 
bility. I know in meetings of other boards on which the same people 
are members I have ver vy ‘frequently seen all of these men, or both of 
these men, the Cabinet officers, present at many meetings with the 
National Security Resources Board. I have seen them present at 
meetings of the Mobilization Board. They were not represented by 
proxies even though they had the authority. 

Mrs. Cuvrcu. You think it would be advisable for them to be there 
if possible ? 

Mr. Lawron. I would think certainly in the establishment and 
review of initial policies they ought to devote as much time as they 
possibly could to personal representation or personal appearance at 
these first meetings. 

Mrs. Cuurcn. That is all. 

The Cuarrman. Mr. McVey? 

Mr. McVey. No questions. 

The CHarrman. Mr. Bush? 

Mr. Busu. No questions. 

The Cuairman. Mr. Dorn? 

Mr. Dorn. I would like to ask one Sore see I apologize for asking 
it because it is getting late. I wonder if you would like to comment 
on the fact that the Hoover Commission has recommended that the 
RFC be placed under the Treasury Department. I wonder if you 
have any comment on that pro or con. 

Mr. Lawron. We had considered that last year. We felt the Treas- 
ury Department, while it has a large degree of financial responsibility, 
has not the same direct concern with the types of functions that the 
RFC exercises, as do many other people in positions in government. 
They do not have as much, in our opinion, as the Secretary of Com- 
merce would have because he has the responsibility for business aids, 
and that is one of the principal functions of the RFC—lending to 
business. 

We felt that the only reason we could see for the argument for the 
Treasury was that the Treasury was a financial agency, that this was 
lending, therefore financial, and therefore belonged i in the Treasury. 
We could not agree with that thesis. 

Mr. Dorn. That is all. 

The Cuarrman. Mr. Bolling? 

Mr. Botirne. No questions. 

The CuHatrmMan. Thank you very much, Mr. Lawton, for your con- 
sideration. 

The committee will now go into executive session, 

(Whereupon, at 11:55 a. m., the committee went into executive 
session.) 





